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SAVING  MEDICARE:  LESSONS  FROM  THE 
PRIVATE  SECTOR 


TUESDAY,  MARCH  21,  1995 

House  of  Representatives, 

Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:10  a.m.,  in  room 
210,  Cannon  House  Office  Building,  Hon.  John  R.  E^sich  (chair- 
man of  the  committee)  presiding. 

Members  present:  Representatives  Kasich,  Hobson,  Kolbe,  Shays, 
Allard,  Miller,  Smith  of  Michigan,  Molinari,  Nussle,  Hoekstra, 
Largent,  Brownback,  Shadegg,  Radanovich,  Sabo,  Stenholm, 
Slaughter,  Orton,  Pomeroy,  Browder,  and  Rivers. 

Chairman  Kasich.  The  committee  will  come  to  order. 

I  want  to  thank  our  folks  for  being  here  this  morning.  We  are 
going  to  be  hearing  from  David  Edwards  with  Eastman  Kodak, 
Larry  Levine  with  Ryder  Systems,  Susan  Nelson  with  Texas  In- 
struments, and  Michael  Tarre  with  IBM. 

This  is  really  a  series  of  hearings  because  it  is  fairly  obvious  to 
everybody  that  if  we  are  not  capable  of  beginning  to  stem  the  in- 
credible cost  increases  in  the  government-run  health  care  program, 
two  things  will  occur.  One  is  the  system  will  go  broke.  Most  people 
are  not  aware  of  the  fact  that  at  the  current  rate  of  growth  the 
trust  fund  for  Medicare  will  be  bankrupt  in  the  next  6  to  9  years. 

Were  you  folks  aware  of  that?  The  trust  fund  will,  in  fact,  run 
out  of  money  in  the  next  6  to  9  years. 

In  fact,  if  we  excluded  the  interest  pa3rments  that  are  currently 
being  made  right  now,  part  A  is,  in  fact,  running  short  of  funds  at 
the  current  time. 

You  folks  in  the  private  sector  grew  spending  at  about  4.4  per- 
cent in  the  area  of  health  care.  We  grew  spending  at  11  percent 
in  Medicare.  The  caseload  growth  makes  up  about  1.8  percent.  I 
think  there  is  a  real  sense  out  there  that,  oh,  well,  the  reason  it 
grows  so  fast  is  because  there  is  so  much  more  caseload.  That  is, 
in  fact,  false.  Utilization  grows  at  staggeringly  high  levels,  but  that 
is  part  of  the  problems  you  folks  were  experiencing  within  your 
companies,  overutilization,  improper  utilization;  when  I  say  "im- 
proper," untimely  utilization,  getting  in  there  when  you  were  too 
sick  instead  of  getting  in  there  early. 

You  folks,  as  private  sector  companies  all  across  this  country, 
could  not  continue  to  have  that  kind  of  enormous  cost  growth  be- 
cause you  couldn't  stay  competitive.  I  think  it  is  that  simple. 

Procter  &  Gamble  in  Cincinnati,  who  I  visited  earlier  in  the 
year — ^maybe  it  was  last  year — they  had  zero-percent  cost  growth 
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in  their  system.  They  have  a  big  menu  list  for  their  employees,  and 
it  has  been  very  interesting. 

We  have  two  charts  I  would  like  to  put  up  here.  When  you  look 
at  the  first  one,  private  sector  versus  Medicare,  you  can  see  the 
very  zig-zag  pattern  of  Medicare  costs  and  have  that  stacked  up 
there  against  private  sector.  You  have  had  some  real  consistency. 
You  can  see  the  fact  that  we  have  lacked  any  degree  of  consistency 
whatsoever. 

Then  the  second  chart — Greg,  if  you  would  stick  it  up  there — I 
think  this  one  is  particularly  interesting,  and  everybody  needs  to 
see  this.  In  fact,  everybody  in  America,  all  the  people  who  are  cur- 
rently working  and  paying  payroll  taxes  into  the  system,  could  you 
imagine  when  they  begin  to  find  out  that  after  paying  a  percent- 
and-a-half,  whatever,  into  this  system,  matched  by  employers,  al- 
most 4  percent,  that  the  day  is  going  to  come  when,  after  paying 
all  this  in,  they  get  nothing  out  because  the  fund  is  bankrupt? 

Secondly,  our  senior  citizens,  who  depend  on  this  very  important 
system,  come  to  realize  that  the  fund  is  going  to  go  broke.  And  so 
it  is  absolutely  essential  that  this  committee,  along  with  the  Ways 
and  Means  Committee  and  the  Commerce  Committee,  all  begin  to 
take  a  look  at  this.  The  Speaker  has  created  a  better  Medicare  task 
force  where  we  are  beginning  to  look  at  options.  But  I  really,  frank- 
ly, believe  that  we  must  study  what  has  happened  out  in  the  pri- 
vate sector  where  you  have  been  able  to  restrain  cost  growth.  Ajid, 
secondly,  you  have  had  great  customer  satisfaction,  and  you  have 
been  able  at  the  same  time  to  remain  very  competitive. 

So  I  think  it  is  time  to  move  away  from  a  government-run  fee- 
for-service  only  system  that  is  pushing  us  toward  bankruptcy.  And 
I  consider  these  hearings,  the  hearing  today,  this  afternoon,  and  to- 
morrow, to  be  absolutely  critical. 

I  want  to  thank  all  of  you  for  taking  the  time  to  come  here  today 
to  share  your  story  with  us,  and  I  promise  to  stay  in  the  chair  as 
much  as  I  possibly  can.  I  can  do  that  about  15  minutes  at  a  shot, 
and  then  I  have  to  get  up  and  move  around.  But  I  will  try  to  stay 
here  and  listen  as  carefully  as  I  can.  I  think  what  you  are  going 
to  say  today  is  very  important.  So  thank  you. 

Mr.  Sabo. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman.  Welcome  to  our  witnesses. 

To  our  chairman,  I  would  say  that  you  are  finally  beginning 
hearings  on  what  is  real  in  solving  our  deficit  problem.  My  own 
judgment  is  much  of  what  is  going  on  in  the  Congress  today  are 
proposals  that  are  going  to  harm  people,  hurt  the  long-range  future 
of  this  country,  in  the  name  of  deficit  reduction,  or,  more  accu- 
rately, in  the  name  of  deficit  reduction  to  pay  for  a  tax  cut. 

Clearly,  if  we  are  going  to  control  the  long-term  budget  problems 
of  this  country,  controlling  the  escalation  of  health  care  costs  is  ab- 
solutely essential,  and  we  also  need  to  find  a  method  of  doing  it 
that  maintains  quality  health  care  for  our  seniors  in  this  country. 

So  I  look  forward  to  your  suggestions.  I  particularly  look  forward 
to  any  experience — I  am  going  to  be  curious  how  many  of  you  have 
health  coverage  for  retirees  and,  in  particular,  if  you  find  any  dif- 
ferent patterns  with  older  people  than  you  do  with  your  working- 
age  population.  I  think  that  is  crucial  for  us  to  know. 

So  I  welcome  you  and  look  forward  to  hearing  from  you. 
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Chairman  Kajsich.  Fire  away.  Who  is  first?  Michael,  go  ahead. 

STATEMENTS  OF  A  PANEL  CONSISTING  OF  MICHAEL  A. 
TARRE,  DIEECTOR  OF  BENT:FITS,  INTERNATIONAL  BUSI- 
NESS MACHTs'ES  CORP.;  SUE  N^ELSON,  MANAGER,  HEALTH 
PROMOTION  AND  BEN-EFITS,  TEXAS  INSTRL^IEN"rS,  INC.; 
LAWRENCE  P.  LEVDsE,  GROUT  DIRECTOR,  HU^IAN  RE- 
SOLUCES  ADMINISTRATION,  RYDER  SYSTEM,  INC.;  ANT) 
DA\TD  E.  EDWARDS,  DEEIECTOR  OF  BENTFITS,  EASTMAN 
KODAK  CO. 

Mr.  Tarre.  Mr.  Chairman  and  members  of  the  committee,  thank 
you  for  the  opportunity  to  appear  before  you  today  and  describe 
what  we  have  been  doing  at  IBM  to  deliver  excellent  medical  bene- 
fits to  our  employees  and  

Chairman  Kasich.  We  are  pretty  old  up  here.  We  have  trouble 
being  able  to  hear.  So  pull  that  thing  up  there  and  get  right  into 
it  so  everybody  can  hear  you. 

Mr.  Tarke.  Is  that  better? 

Chairman  K\siCH.  That  is  better.  Thank  you. 

Mr.  Tarre.  All  right.  So  to  describe  what  we  are  doing  at  IBM 
to  deliver  excellent  medical  benefits  to  our  employees  and  their 
family  members  while  at  the  same  time  effectively  controlling  our 
medical  plan  costs. 

I  will  briefly  describe  the  health  programs  we  offer  and  then  dis- 
cuss three  key  initiatives  that  we  believe  are  successful  examples 
of  what  the  private  sector  has  been  able  to  do  when  afforded  the 
flexibility  to  develop  uniform  national  health  plans.  We  credit  a 
great  deal  of  our  success  to  ERISA.  It  enables  self-insured  employ- 
ers like  IBM  flexibility  in  establishing  and  managing  employee 
health  benefits  tailored  to  the  needs  of  their  particular  work  force 
and,  hence,  creates  an  environment  

Chairman  Kasich.  Let  me  interrupt  you  here  a  second,  Michael, 
if  I  could. 

Mr.  T.\RRE.  Sure. 

Chairman  Kasich.  If  you  want  to  read  a  statement,  you  go  ahead 
and  read  it.  But  I  think  all  of  you  are  such  that  you  want  to  tell 
this,  don't  you,  from  the  heart?  So  why  don't  you  tell  it  from  the 
heart,  and  we  can  get  on  with  it. 

Mr.  Tarre.  ok 

Chairman  Kasich.  Y^ou  know,  we  can  read  your  statement  here, 
Michael.  Tell  us  why  you  are  excited  about  what  you  are  doing  at 
IBM. 

Mr.  Tarre.  OK  I  will  do  that. 

There  are  two  key  points  here  that  are  important.  One  is  that 
we  voluntarily  provide  comprehensive  benefits  to  our  employee  pop- 
ulation as  well  as  our  retiree  population,  and  we  are  doing  that  in 
a  very  competitive  and  global  environment.  So  it  is  very  important 
to  us  to  be  able  to  do  this  effectively. 

Secondly,  we  have  had  great  success  in  the  control  of  our  health 
care  costs;  1995  will  be  the  fourth  consecutive  year  of  cost  de- 
creases, per  capita  cost  decreases  for  us.  Our  estimate  is  that  in 
1995,  we  will  spend  about  $1,400  per  covered  life.  And  the  $1,400 
covers  a  very  broad  range  of  choice  for  all  employees  that  I  will  get 
into,  no  preexisting  conditions,  full  choice  of  indemnity  plans  as 
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well  as  a  broad  range  of  HMO  alternatives,  and  prevention,  vision 
care,  as  well  as  mental  health  coverage. 

So  that  is  the  key  point  of  why  I  am  excited  about  what  we  have 
done.  Particularly  I  want  to  stress  we  are  not  yet  satisfied  with 
what  we  have  done,  because  in  a  competitive  business  and  a  global 
environment  we  must  continue  to  control  costs,  and  we  can*t  let 
this  get  out  of  control,  and  we  want  to  deliver  high-quality  care  to 
our  employees  because  a  key  reason  we  are  doing  this  is  to  attract 
and  retain  the  caliber  of  people  who  we  need. 

So  what  I  wanted  to  do  is  go  through  a  little  bit  of  the  evolution, 
and  that  is  what  this  chart  covers,  the  evolution.  We  began  control- 
ling health  care  costs  and  getting  employees  more  involved  in  this 
situation  back  in  1984.  And  the  chart  shows  you  that  back  in  1984 
we  had  an  entitlement  mentality,  a  paternalistic  approach  where 
we  had  excellent  benefits  but  very  little  choice  for  our  employee 
population. 

We  began  moving  away  from  this  entitlement  mentality  in  the 
1988  timeframe,  and  we  moved  from  that  model  to  a  shared  re- 
sponsibility model,  where  employees  would  take  more  responsibility 
for  their  costs  as  well  as  their  health  care  needs. 

Then  in  the  1993  timeframe,  what  we  did  is  move  toward  a 
model  where  we  did  systemic  cost  control  which  focuses  in  on  a  lot 
of  what  you  are  trying  to  do  in  terms  of  changing  the  health  care 
system  so  that  we  could  deliver  high-quality,  effective  care  to  our 
employees.  And,  of  course,  they  were  very  interested  in  this  be- 
cause, as  they  are  stakeholders  and  share  in  some  of  the  costs  of 
the  plan,  they  want  us  to  improve  the  system  and  to  deliver  for 
them  cost  controls  and  more  effective  overall  plans. 

Finally,  currently  we  are  in  what  we  call  a  competitive  model, 
which  is  the  last  item  on  the  chsirt,  where  we  are  trying  to  make 
sure  that  our  plans  balance  high-quality  coverage  with  cost-effec- 
tiveness and  so  that  we  are  competitive  with  other  employers 
today. 

Now,  the  next  chart  that  I  have,  just  very  briefly,  tells  us  that 
this  is  a  big  deal  for  IBM  because  we  are  spending  over  $900  mil- 
lion a  year  on  health  care  for  our  employees  and  our  retiree  popu- 
lation and  their  family  members.  We  are  covering  about  half  a  mil- 
lion covered  lives,  including  those  populations,  and  they  are  spread 
throughout  all  50  States,  as  you  can  imagine. 

The  next  chart  shows,  back  to  your  point,  Mr.  Chairman,  that  in 
terms  of  why  I  am  excited  is  because  we  think  we  have  developed 
a  model  that  works  for  IBM.  It  may  not  work  for  everybody,  but 
we  call  it  our  integrated  system  of  care  in  IBM.  Through  this 
model,  we  do  three  things:  we  provide  protection  for  our  employees 
through  a  broad  range  of  programs  that  they  get  to  select  from;  we 
provide  support  for  them;  and  we  provide  prevention  services. 

On  the  protection  model,  they  get  to  choose  from  a  broad  range 
of  elements  of  medical  care  which  is  shown  here.  They  select  from 
a  couple  of  modified  indemnity  options  or  170  HMO's  throughout 
the  country,  or  a  unique  plan,  for  example,  that  we  developed  with 
the  Mayo  Clinic  in  Rochester. 

Furthermore,  the  supplemental  programs  that  we  offer  are  to 
help  with  catastrophic  care,  and  I  will  talk  briefly  about  one  of 
those  as  an  example,  to  provide  mental  health  benefits,  to  provide 
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support  for  severely  handicapped  children,  and  also  long-term  care 
insurance. 

This  integrated  system  of  care,  we  think,  meets  our  needs  and 
it  meets  the  needs  of  our  employees,  and  it  is  responsive  in  a 
changing  marketplace.  The  key  thing  that  we  feel  we  have  to  focus 
on  is  the  fact  that  the  marketplace  will  change,  and  we  need  to  be 
able  to  change  our  programs,  as  we  have,  as  I  showed  you,  histori- 
cally in  the  past  10,  11  years,  as  the  market  changes,  as  our  needs 
change,  and  our  employees'  needs  change. 

The  next  chart  shows  you  some  cost  trends  and  how  we  have 
been  doing  on  our  journey.  I  am  pleased  with  the  results.  It  looks 
a  little  bit  like  your  chart,  only  I  am  happy  with  this  one;  I  am  not 
happy  with  that  one.  But  the  overall  costs  on  a  per  capita  basis 
have  actually  gone  down  by  15  percent  in  the  last  4  years,  and  this 
is  in  large  measure  due  to  the  things  that  I  have  described  that 
we  have  been  able  to  do:  our  use  of  managed  care  networks,  which 
I  will  describe  briefly,  more  aggressive  purchasing,  and  also  em- 
ployees voluntarily  moving  into  HMO's.  We  had  8  percent  of  the 
population  in  1993  in  HMO's,  and  today  we  have  36  percent  of  the 
population. 

I  am  going  to  talk  now  briefly  about  three  key  initiatives  which 
are  three  reasons  why  I  am  excited  about  what  we  have  done  and 
where  I  think  there  is  some  applicability  to  what  this  committee 
can  consider. 

One  of  them  is  our  catastrophic  care  assistance  program.  This 
program  is  one  of  the  ways  we  have  controlled  costs  within  a  fee- 
for-service  environment  in  our  plans.  A  key  point  is  about  4  percent 
of  our  cases  account  for  over  50  percent  of  our  total  plan  costs.  I 
will  repeat  that:  4  percent  of  the  cases  account  for  over  50  percent 
of  our  plan  costs.  So  we  developed  a  catastrophic  care  assistance 
program  which  focuses  on  the  1,000  to  2,000  highest  risk  situations 
each  year. 

In  this  case,  the  case  manager  works  with  the  patient  on  a  case- 
by-case  basis  and  is  able  to  recommend  the  most  cost-effective 
treatment  alternatives,  and  these  are  situations  where  we  have  ne- 
gotiated rates  with,  for  example,  home  health  care  providers  so 
that  we  can  provide  broader  coverage  than  we  might  normally  have 
provided,  but  on  a  very  cost-effective  basis. 

A  case  manager  can  authorize  provision  of  experimental  treat- 
ment that  normally  wouldn't  be  covered  under  the  terms  of  our 
plan.  Also,  when  the  circumstances  warrant  it,  they  make  a  rec- 
ommendation to  IBM,  and  then  we  decide  to  provide  the  coverage 
that  is  appropriate. 

What  this  does  and  a  key  factor  is  it  provides  a  definable  process 
by  which  we  can  authorize  appropriate  care  without  us  losing  con- 
trol of  our  plan  costs. 

One  other  item  within  this  catastrophic  care  plan  that  has 
worked  very  well  is  our  negotiated  arrangements  with  catastrophic 
care  centers  for  transplants.  We  have  13  centers  nationwide.  We 
have  made  arrangements  with  them.  They  are  the  most  prominent 
in  their  field,  and  on  a  discounted  basis,  they  provide  care  for 
transplants,  all-inclusive  care,  at  very  competitive  rates  which 
might  mirror  30  or  40  percent  off  of  what  we  might  have  normally 
paid  for  these  situations. 
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The  next  initiative  that  I  wanted  to  mention  is  our  Mayo  Choice 
plan  with  the  Mayo  Clinic.  This  is  a  managed  care  plan,  and  in  the 
first  year,  which  is  the  current  year,  over  50  percent  of  our  5,000- 
person  work  force  in  Rochester,  MN,  opted  into  this  particular 
managed  care  plan.  And  we  are  very  hopeful  that  with  the  effective 
management  of  the  staff  at  Mayo  that  we  will  get  outstanding 
high-quality  care  for  our  employees  at  a  reduced  overall  rate,  both 
for  our  plan  participants  and  for  IBM.  So  that  is  another  example 
of  why  I  am  excited,  because  working  with  the  providers  in  this 
fashion,  we  think  we  can  come  up  with  some  approaches.  And  this 
particular  approach  with  Mayo  is  consistent  with  the  organized 
system  of  care  approach  that  has  been  espoused  by  groups  such  as 
the  Washington  Business  Group  on  Health,  and  it  has  some  key 
factors  which  include  a  full  continuum  of  services,  prevention,  early 
detection,  financial  accountability  on  their  part  as  well  as  IBM's, 
continuous  quality  improvement,  and  an  integrated  patient  record. 
So  we  think  that  is  another  good  example. 

The  third  example  that  I  would  mention — it  is  on  the  next  chart 
here— is  our  flexible  mental  health  program.  For  this  program,  in 
the  early  1990's,  it  is  important  to  understand  that  we  were  spend- 
ing about  $105  million  a  year  on  mental  health  benefits  alone,  and 
our  compound  growth  rate  was  approaching  20  percent  per  year.  So 
on  that  basis  in  1994  we  would  have  spent  about  $150  million  in 
that  year  alone  for  mental  health  costs  for  our  population,  for  our 
half  a  million  covered  lives. 

This  chart  clearly  shows  you  that  we  think  we  have  fixed  that 
problem.  We  have  spent  40  percent  less  in  1994  than  we  did  in 
1990,  and  that  is  $100  million  less  per  year  than  we  had  projected 
just  a  few  years  ago. 

The  key  thing  here,  though — and  this  is  very  important  to  me — 
is  that  our  focus  has  not  only  been  on  cost  control,  but  it  has  been 
on  quality,  and  the  way  we  did  that.  I  will  give  you  a  couple  of  ex- 
amples of  how  we  did  it. 

First,  we  contracted  with  or  hired  an  independent  advisory  panel 
of  key  practitioners  in  the  field  and,  collaborating  with  them,  de- 
signed a  plan  that  would  meet  the  needs  of  our  people.  Some  of  the 
elements  of  that  plan  include  a  resource  and  referral  service  that 
operates  24  hours  a  day,  7  days  a  week,  with  master's  level  psy- 
chiatric nurses  and  social  workers;  comprehensive  case  manage- 
ment services  similar  to  what  I  described  in  our  catastrophic  care 
assistance  program,  so  that  we  can  provide  broader  coverage  for 
our  employees  beyond  what  the  normal  plan  might  provide;  and 
more  cost-effective  opportunities  for  them  through  a  very  extensive 
provider  network  on  a  nationwide  basis  as  well  as  giving  employees 
the  opportunity  to  opt  out  of  the  network  to  get  services  if  they 
want  to,  not  having  to  go  into  that  particular  network. 

The  mental  health  team  also  worked  very  closely  together  in 
order  to  focus  on  quality,  and  what  we  have  done  there,  we  have 
quarterly  reviews,  and  an  annual  report  card  is  given  to  our  ven- 
dor, and  we  measure  overall  performance,  employee  satisfaction, 
followed  up  by  a  detailed  action  plan  process. 

So  those  are  the  key  reasons  why  I  say  that  we  are  excited  about 
what  we  did.  We  think  there  are  some  examples  here  that  can  be 
used,  and  in  summary,  we  think  our  success  lies  in  a  number  of 
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key  things:  first,  our  ability  to  be  active  purchasers  of  health  care; 
secondly,  to  manage  an  effective  and  high-quality  network  of  pro- 
viders where  that  is  appropriate;  to  deliver  care  across  State  bor- 
ders; to  design  plan  protocols  and  provisions  based  on  the  needs  of 
our  people;  to  allow  flexibility  for  case  managers  to  authorize  facili- 
ties and  treatments  based  on  unique  needs  of  the  patient  using 
professional  judgment  in  the  process;  and,  finally,  to  include  our 
employees  as  stakeholders. 

So  this  information  is  a  brief  profiling  of  what  we  have  been  able 
to  accomplish.  Again,  I  would  emphasize  that  our  interest  in  pro- 
viding these  benefits  is  to  have — is  to  attract  and  retain  the  high- 
est quality  work  force.  So  it  is  important  to  us;  it  makes  us  com- 
petitive. We  understand  it  is  a  difficult  challenge.  We  voluntarily 
accepted  it.  And  it  is  similar  to  the  kind  of  challenge  I  think  that 
you  are  facing.  We  are  interested  in  helping  you  be  successful  as 
well. 

[The  prepared  statement  of  Michael  Tarre  follows:] 

Prepared  Statement  of  Michael  A.  Tarre,  Director  of  Benefits, 
International  Business  Machines  Corp. 

Mr.  Chairman  and  members  of  the  committee,  thank  you  for  the  opportunity  to 
appear  before  you  toda^  and  describe  what  we  have  been  doing  at  IBM  to  dehver 
excellent  medical  benefits  to  our  employees  and  their  family  members  while  at  the 
same  time  effectively  controlling  our  medical  plan  costs. 

I  will  briefly  describe  the  health  programs  we  offer  and  then  discuss  three  key 
initiatives  that  we  believe  are  successful  examples  of  what  the  private  sector  has 
been  able  to  do  when  afforded  the  flexibility  to  develop  uniform  national  health 
plans.  We  credit  a  great  deal  of  our  success  to  ERISA.  It  enables  self-insured  em- 
plovers  like  IBM  flexibility  in  establishing  and  managing  employee  health  benefits 
tailored  to  the  needs  of  their  particular  work  force  and,  nence,  creates  an  environ- 
ment conducive  to  innovation.  I  picked  these  three  particular  examples  because  I 
believe  they  may  have  application  to  the  challenges  you  face  in  making  government- 
sponsored  health  care  programs  more  capable  of  striking  the  balance  between  pro- 
viding quality  health  coverage  while  containing  costs.  A  balance  we  at  IBM  are 
working  on  as  well. 

Let  me  begin  by  emphasizing  three  fundamental  points.  First,  our  motivation  to 
voluntarily  provide  the  broad-based  comprehensive  health  benefits  that  we  do  is  to 
ensure  that  we  attract  and  retain  the  caliber  of  work  force  we  need  to  compete  in 
a  very  dynamic  and  competitive  environment.  Our  primary  objective  is  to  offer  high- 
quality  benefits  that  will  not  only  ensure  a  healthy  work  force,  but  also  satisfy  tJiis 
important  aspect  of  our  emplo3Tnent  relationship. 

Second,  we  are  competing  nationally  for  our  work  force  and  hence,  we  want  and 
need  to  offer  uniform  Senefits  to  new  and  existing  IBM  employees  so  that  a  consist- 
ent and  strong  emplo)nnent  relationship  can  be  maintained. 

Third,  like  other  large,  multistate  self-insured  employers,  we  have  had  significant 
success  in  controlling  our  costs  over  the  past  few  years.  We  expect  that  1995  will 
be  the  fourth  consecutive  year  of  per  capita  cost  decreases.  Our  1995  estimate  is 
that  we  will  spend  under  $1,400  for  each  covered  life  for  a  program  that  provides 
a  choice  of  plans,  no  pre-existing  condition  exclusions,  a  modified  indemnity  ap- 
proach, dental  coverage,  full  mental  health  coverage,  vision  benefits,  prevention,  and 
a  broad  range  of  HMO  alternatives. 

Let  me  stress  that  while  we  are  pleased  with  our  progress,  we  are  not  yet  satis- 
fied. As  with  all  business  expenses  in  the  competitive  global  environment,  our  focus 
must  be  on  how  to  continue  to  reduce  costs  while  meeting  our  primarv  objective  of 
delivering  high  quality,  effective  health  benefits  for  our  employees  and.  their  family 
members.  We  cannot  settle  for  or  accept  an  assumption  that  costs  must  go  up  every 
year.  We  feel  that  we  can  continue  to  accomplish  our  coverage,  cost,  and  quality  ob- 
jectives in  a  responsible  fashion  so  long  as  we  are  allowed  the  flexibility  derived 
from  laws  such  as  ERISA  and  the  ability  to  pursue  creative  purchasing  and  man- 
aged care  alternatives.  Like  us,  you  are  faced  with  pressure  to  address  rapidly  ris- 
ing health  costs.  As  you  grapple  with  this  challenge,  I  urge  you  not  to  take  your 
eye  off  Quality.  We,  nor  you,  should  allow  quality  of  care  to  consciously  slip,  for  if 
we  do,  all  we  will  be  doing  is  paying  for  it  later  on. 
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EVOLUTION  OF  IBM  BENEFITS 

First,  some  history.  We  really  began  to  aggressively  manage  our  medical  plans 
and  influence  the  health  care  decisions  made  by  IBM  employees  in  1984  when  we 
realized  that  the  overall  health  care  system  in  the  United  States  was  beginning  to 
show  signs  of  being  out  of  control,  and  the  costs  of  our  health  plans  had 
unsustainable  trend  lines.  This,  combined  with  dramatic  changes  in  our  industry, 
required  that  we  change.  Chart  1  illustrates  how  much  we  have  changed  since  then. 
Up  until  1984,  we  had  a  very  paternalistic  "entitlement"  approach  to  employee 
health  benefits,  ofiering  excellent  benefits  but  very  limited  choice.  Faced  with  trou- 
bling internal  and  external  trends  and  the  need  to  bring  our  business  costs  more 
in  line  with  the  economics  of  our  marketplace,  we  began  moving  away  from  the  "en- 
titlement" and  toward  a  "shared  responsibility"  model  around  1988.  Here  we  asked 
our  employees  to  begin  taking  more  ownership  of  their  health  care  needs.  By  1993, 
we  focused  more  on  systemic  cost  control.  This  was  important  because  it  benefited 
both  our  employees  and  the  company  to  bring  costs  down.  We  expanded  choice,  pro- 
vided initiatives  for  employees  to  use  the  most  efficient  plans  and  negotiated  new 
purchasing  arrangements.  And  just  last  year,  we  moved  into  our  most  recent  phase 
which  we  refer  to  as  the  "competitive"  phase.  Our  goal  here  is  to  balance  high-qual- 
ity coverage  with  cost  effectiveness  that  is  competitive  with  other  employers  today. 
This  current  phase  attempts  to  maximize  individual  choice  with  reasonable  individ- 
ual responsibility. 

Chart  1.— Evolution  of  IBM's  Health  Benefits 
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IBM  INTEGRATED  SYSTEM  OF  CARE 

Let  me  briefly  describe  our  health  benefit  plans  (Chart  2).  In  1994,  we  spent  over 
$900  million  in  offering  and  administering  these  employee  benefits. 

Chart  3  illustrates  IBM's  integrated  system  of  care  that  provides  protection,  pre- 
vention and  support  to  over  500,000  employees,  family  members,  and  retirees.  These 
individuals  reside  in  all  50  States.  We  provide  protection  to  our  people  through  a 
uniform  national  plan  providing  all  the  major  elements  of  medical  care  shown  and 
giving  employees  choice.  They  choose  from  either  two  modified  indemnity  arrange- 
ments or  over  170  HMO's,  including  £  unique  plan  recently  developed  between  IBM 
and  the  Mayo  Clinic.  In  addition,  our  employees  may  select  a  long-term  disability 
protection  program.  Furthermore,  we  support  these  fundamental  benefits  with  a 
number  of  supplemental  programs  covering  mental  health,  catastrophic  care,  special 
care  for  severely  handicapped  children  and  long-term  care  insurance.  We  also  stress 
health  promotion  through  a  variety  of  approaches  including  basic  services  covered 
by  our  medical  plans,  as  well  as  educational  support  programs  and  a  broad-based 
wellness  initiative  managed  throughout  the  country  by  our  occupational  health  serv- 
ices department. 
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Chart  2.— IBM  Health  Plans— 1994  Profile 
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Chart  3.— IBM's  Integrated  System  of  Care 
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Our  integrated  design  uses  networks  and  case  management  as  appropriate  to 
limit  costs  and  to  advise  our  employees  and  their  families  about  the  most  effective 
and  highest  quality  medical  alternatives.  It  is  up  to  them  to  choose  on  a  yearly  basis 
which  plan  they  want  based  on  costs  and  plan  offerings.  Without  IBM  and  its  health 
benefit  specialists  acting  as  a  trustee  of  our  employees'  health  care  needs,  they 
would  be  forced  to  make  these  choices  fi-om  a  very  fragmented  and  confiising  mar- 
ketplace. 

This  integrated  system  of  care  meets  the  needs  of  our  employees  and  their  family 
members  from  prevention  to  catastrophe.  It  is  a  dynamic  model  that  changes  as  the 
health  care  system  and  marketplace  changes  and  as  we  learn  how  to  more  effec- 
tively design  and  purchase  medical  care. 

COST  trends 

The  next  chart  shows  how  we  have  been  doing  on  this  journey.  It  depicts  our  over- 
all costs  on  a  per  capita  basis,  and  as  I  mentioned  earlier,  we  are  pleased  with  this 
record.  This  is  due  to  a  number  of  factors  including  some  moderation  in  overall  ex- 
ternal health  care  costs,  the  financial  incentives  built  into  our  plans  so  employees 
select  the  most  efiRcient  approaches,  and  our  ability  to  standardize  our  plans.  Our 
15-percent  reduction  in  per  capita  costs  is  in  large  measure  due  to  our  use  of  man- 
aged care  networks,  more  aggressive  purchasing,  and  more  of  our  employees  volun- 
tarily choosing  to  participate  in  HMO's  fi*om  just  8  percent  in  1993  to  over  36  per- 
cent in  1995. 


Chart  4. 
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:.— Per  Capita  Active  Medical  Claims  Cost 
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Another  reason  for  our  overall  success  is  our  ability  to  consolidate  all  of  our  inter- 
nal benefits  administration  into  one  high-technology  support  center  in  Raleigh,  NC. 
This  center  uses  state-of-the-art  technology  to  rapidly  respond  to  our  employees' 
questions  or  concerns  regarding  claims  and  is  tied  in  to  our  employee  data  base  in 
order  to  allow  either  the  electronic  system  or  trained  benefits  personnel  to  address 
these  employee  medical  needs. 

KEY  HEALTH  PLAN  INITIATIVES 

Our  Catastrophic  Care  Assistance  Program  is  one  of  the  ways  we've  attempted 
to  control  costs  within  a  fee-for-service  environment.  Currently,  about  4  percent  of 
our  cases  account  for  over  50  percent  of  our  total  plan  costs.  Let  me  repeat:  4  per- 
cent of  our  cases  represent  over  50  percent  of  our  costs. 

With  this  in  mind,  we  designed  the  catastrophic  care  program  to  control  costs  and 
provide  case  management  services  for  1,000-2,000  of  our  highest  risk  situations 
each  year.  The  case  manager  works  with  the  patient  and,  on  a  case-by-case  basis, 
recommends  more  cost-effective  treatment  alternatives.  Items  such  as  special  equip- 
ment, rehabilitation  extensions,  and  acute  home  care  are  just  a  few  examples.  The 
case  manager  can  also  authorize  the  provision  of  experimental  treatment  that  would 
normally  not  be  covered  under  the  terms  of  our  regular  plan.  For  example,  this 
could  be  an  experimental  treatment  in  the  last  stages  of  FDA  approval  that  might 
show  great  promise  in  an  otherwise  terminal  patient,  or  the  need  for  additional 
acute  home  nursing  care  past  our  regular  40-visit  limit  at  100-percent  coverage,  or 
hospice  care  required  beyond  the  $5,000  plan  limit.  When  these  circumstances 
occur,  based  on  a  review  process  between  the  Catastrophic  Care  Assistance  Program 
medical  professional  and  medical  experts  in  the  particular  specialty  area,  a  rec- 
ommendation is  made  to  IBM  that  these  treatments  be  eligible  for  benefits.  This 
provides  for  a  definable  process  to  authorize  appropriate  care  without  losing  control 
of  plan  costs. 

An  item  which  is  very  important  to  our  ability  to  go  the  extra  mile  on  behalf  of 
our  employees  are  the  catastrophic  care  arrangements  that  we  have  made  with  var- 
ious specialty  centers  for  transplants.  These  13  specialty  centers  are  among  the 
most  prominent  in  the  field.  They  provide  discounted,  all-inclusive  rates  for  the  fa- 
cility and  transplant  team.  IBM,  with  the  authorization  of  the  case  manager,  pro- 
vides transportation  and  lodging  expenses  for  the  patient  and  one  family  member, 
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relieving  the  burden  if  the  center  is  not  close  to  home;  it  is  usually  in  a  different 
State. 

ERISA  waivers  for  the  States  or  changes  in  the  claims  dispute  or  remedies  proc- 
ess or  anti-managed  care  requirements  that  we  include  all  providers  or  facilities  in 
the  catastrophic  care  network  would  significantly  reduce  the  effectiveness  of  this 
Mnd  of  plan  and  force  us  to  discontinue  providing  the  flexibility  and  specialized  sup- 
port that  is  so  important  and  necessary  to  providing  effective  and  efficient  care  for 
our  population. 

NEW  MAYO  CHOICE  PLAN 

The  second  initiative  I  want  to  review  with  you  is  the  Mayo  Choice  plan,  which 
is  offered  to  our  employees  in  Rochester,  MN.  This  is  a  managed  care  offering.  Al- 
most 50  percent  of  our  3,000  person  work  force  in  Rochester  signed  up  for  it  volun- 
tarily when  it  was  first  offered  in  November  1994.  We  expect  that  tlu*ough  the  de- 
sign of  the  plan  and  the  effective  management  by  the  staff  at  Mayo  that  outstand- 
ing, high-quality  care  will  be  provided  to  our  emplovees  and  their  families  at  a  sig- 
nificantly reduced  cost  over  time,  both  for  IBM  and  for  the  plan  participants.  This 
model  is  consistent  with  the  organized  system  of  care  approach  tnat  has  been  en- 
couraged by  organizations  such  as  the  Washington  Business  Group  on  Health  and 
includes  a  number  of  key  elements  such  as: 

Full  Continuum  of  Services:  Mayo  Choice  provides  Rochester  employees  with  a 
comprehensive  health  benefits  option  with  reasonable  copays  and  increased  finan- 
cial responsibility  for  seeking  out-of-network  services.  The  plan  design  allows  the 
health  care  provider  to  prescribe  the  treatment  level  that  is  appropriate  for  the 
member's  specific  needs,  while  the  accountability  aspect  of  the  model  incents  provid- 
ers to  furnish  only  appropriate  and  necessary  care. 

Prevention  and  Early  Detection:  The  Mayo  Choice  plan  design  encourages  preven- 
tive services  by  providing  access  to  in-network  physicians  subject  to  a  $15  copay. 
Immunizations  and  well-child  care  are  covered  without  copays.  With  maternity,  or 
prenatal  care,  a  copay  applies  to  the  first  visit  onlv.  Mayo  Choice  is  focused  on 
health  as  opposed  to  sickness.  Plan  participants  will  receive  4  educational  news- 
letters each  year.  Further,  participants  benefit  from  having  a  "common  patient  med- 
ical record" — or  integrated  record — available  for  their  Mayo  providers. 

Accountability:  Measurements  have  been  built  into  the  reporting  structure  to  ad- 
dress quality  issues  (HEDIS  2.0),  including  patient  satisfaction.  In  addition,  in  fu- 
ture contract  years,  there  is  a  financial  risk-sharing  arrangement  between  IBM  and 
Mayo.  One  of  the  basic  aspects  of  the  OSC  model  is  that  it  integrates  financial  risk 
with  responsibility  for  healthy  outcomes. 

Continuous  Quality  Improvement:  The  plan  oversight  committee,  consisting  of 
members  from  both  organizations,  IBM  and  Mayo,  will  meet  regularly  to  discuss  fi- 
nancial performance  and  operational  issues  relative  to  the  plan. 

The  effectiveness  of  this  plan  clearly  resides  in  our  ability  to  have  Mayo  be  unfet- 
tered by  antimanaged  care  requirements,  as  well  as  any  State  requirements  to  dic- 
tate detailed  plan  provisions  or  coverage  levels  or  reimbursement  design  or  to  re- 
quire unique  remedies  processes  that  could  add  to  the  cost  and  reduce  the  effi- 
ciencies that  the  plan  is  designed  to  deliver. 

We  believe  our  Mayo  initiative  has  shown  us  that  it  is  these  kinds  of  engaged  and 
innovative  arrangements  between  consumers  of  health  care — in  this  case  IBM  em- 
ployees and  the  company — and  health  care  providers  that  are  the  key  to  controlling 
health  care  costs  over  time.  Shared  and  accountable  responsibility  between  the 
consumer  and  provider  is  essential  if  we  are  going  to  achieve  consistent  and  sustain- 
able progress  on  our  health  care  objectives. 

FLEXIBLE  MENTAL  HEALTH  CARE  PROGRAM 

The  final  initiative  I  want  to  review  is  our  flexible  mental  health  program. 
Through  this  program  we've  learned  that  managed  care  not  only  can  work  to  reduce 
costs,  but  also  to  deliver  high-quality  medical  care. 

In  the  early  1990's,  we  were  spending  about  $105  million  a  year  on  mental  health 
care  benefits  for  our  half-million  covered  lives.  These  costs  were  growing  at  a 
compound  growth  rate  approaching  20  percent,  which  would  mean  that  by  1994  we 
would  have  spent  well  over  $150  million  per  year  on  iust  these  programs.  These 
costs  were  not  only  high  as  a  percentage  of  our  overall  health  care  expenditures, 
but  they  were  high  by  industry  standards.  And,  to  make  matters  worse,  neither  our 
employees  nor  experts  in  the  field  felt  we  were  getting  reasonable  value  for  the  dol- 
lars being  spent.  This  next  chart  shows  that  we  have  fixed  the  cost  problem — in 
1994  we  will  spend  about  $50  million,  40  percent  less  than  in  1990  and  $100  million 
less  than  our  original  projections.  And  all  the  other  cost-type  measures  are  excellent 
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including  reduction  in  inpatient  length  of  stay  and  increased  utilization  of  network 
providers.  But  our  focus  was  not  only  on  cost  control — ^it  was  also  an  expanding  cov- 
erage and  delivering  quality  care.  Let  me  explain  our  approach.  First,  we  recruited 
an  independent  advisory  board  to  develop  criteria,  protocols  and  procedures,  in- 
crease the  flexibility  of  our  benefits  design,  and  ensure  quality  services  through 
quahty  improvement  programs  they  helped  to  develop. 

The  IBM  mental  health  advisory  board  includes  three  psychiatrists,  a  psycholo- 
gist, and  a  doctor  of  social  work.  They  have  extensive  experience  and  their  careers 
have  been  devoted  to  the  study  and  implementation  of  mental  health  programs. 
They  are  also  competent  clinicians  with  considerable  private  practice  experience. 

Chart  5.— Cost  Trend— Mental  Health  Care  Program 
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As  a  result  of  the  collaboration  between  IBM  and  this  advisory  board,  a  plan  was 
developed  which  included  the  selection  of  a  managed  care  vendor.  Together,  they  de- 
veloped a  mental  health  program  which  would  manage  costs  and  provide  the  serv- 
ices to  less  specific  employee  needs.  Elements  of  this  new  program  included: 

A  resource  and  referral  service  staffed  by  masters  level  psychiatric  nurses  and  so- 
cial workers  available  24  hours  a  day  7  days  a  week; 

Comprehensive  case  management  services  that  provide  the  ability  to  authorize 
coverage  for  care  not  otherwise  supported  under  IBM's  plan.  For  example,  for  indi- 
viduals with  a  continuing  need  for  ambulatory  services,  particularly  in  order  to 
avoid  hospitalization  or  the  exacerbation  of  serious  illness,  case  management  serv- 
ices may  be  used  to  extend  outpatient  benefits.  For  those  who  needed  continued  in- 
patient care  but  at  less  than  acute  care  levels,  case  management  would  work  with 
providers  to  place  patients  in  residential  treatment  centers,  halfway  houses,  and 
other  alternatives  such  as  structured  outpatient  treatment  programs.  It  is  important 
to  understand  that  these  alternatives  had  not  been  eligible  for  coverage  under  the 
IBM  medical  benefits  plans  but  were  designed  into  the  new  managed  mental  health 
care  program  to  provide  treatment  in  the  most  appropriate  settings; 

A  utilization  review  program  for  inpatient  care  and  for  outpatient  care  exceeding 
20  visits; 

An  extensive  provider  network  which  was  opened  up  to  practitioners  and  facilities 
which  were  already  serving  IBM  beneficiaries;  and 

The  continuation  of  the  advisory  board  of  independent  mental  health  professionals 
overseeing  the  quality  of  care  and  the  general  implementation  of  the  program. 

Once  an  information  management  system  was  developed,  the  mental  health  team 
worked  together  to  produce  a  comprehensive  program  to  monitor  quality.  Key  com- 
ponents of  this  program  called  for  detailed  reporting  in  both  clinical  and  business 
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operations  and  ongoing  audits  of  quality  assurance,  network  operations,  and  clinical 
affairs  by  the  advisory  board.  A  few  examples  of  areas  that  were  monitored  include: 

The  referral  process  and  how  emergencies  are  handled; 

Telephone  response  time  and  how  quickly  referrals  are  turned  around; 

Network  operations  and  the  density  of  practitioners  to  the  IBM  population; 

Case  management  of  acute  care  patients  and  timeliness  of  certification; 

Tumarouna  of  peer  adviser  reviews  and  employee  appeals  of  decisions  made  by 
the  vendor; 

The  accuracy  and  turnaround  time  of  claims;  and 

The  interaction  between  our  managed  care  vendor  and  the  board,  plus  our  occupa- 
tional health  services  department,  claims  payers,  and  our  National  Human  Resource 
Service  Center  in  Raleigh,  NC. 

Quarterly  reviews  are  held  and  an  annual  report  card  is  given  to  the  vendor 
measuring  overall  performance,  which  is  followed  up  by  a  detailed  action  plan  proc- 
ess. Our  overall  customers  satisfaction  levels  have  remained  high  at  almost  80  per- 
cent. 

SUMMARY 

At  IBM,  our  overall  success  lies  in  our  ability  to  be  active  purchasers  of  health 
care,  to  manage  an  effective  and  high-quality  network  of  providers,  to  deliver  care 
across  State  borders,  to  design  plan  protocols  and  provisions  based  on  the  needs  of 
our  people,  and  to  allow  flexibility  for  case  managers  to  authorize  facilities  and 
treatments  based  on  the  unique  needs  of  the  patient  using  professional  judgment 
in  the  process  and  finally  to  include  our  employees  as  stakeholders.  All  of  these  fea- 
tures would  be  jeopardized  if  ERISA  were  watered  down"  or  States  were  given  the 
ability  to  have  jurisdiction  over  self-insured  plans. 

The  information  I  have  provided  is  just  a  brief  profiling  of  what  we  have  been 
able  to  accompUsh  at  IBM  over  the  past  few  years.  Again,  I  emphasize  that  our  in- 
terest in  providing  medical  bits  is  to  enhance  our  employment  relationship  with  our 
employees  and  make  us  competitive.  This  is  a  difilcult  challenge  but  one  we  have 
voluntarily  accepted  and  one  at  which  we  are  working  very  hard  to  succeed. 

You,  too,  have  difficult  challenges  ahead  of  vou  as  you  strive  to  achieve  a  proper 
balance  between  ensuring  our  public  sector  health  related  programs  proviae  the 
kind  of  quality  medical  care  our  citizens  should  expect  and  containing  these  pro- 
grams' escalating  costs,  so  that  they  do  not  become  unsustainable  or  outmoded  in 
a  rapidly  moving  health  care  system. 

As  you  address  these  challenges,  we  ask  that  you  not  make  it  more  difficult  for 
those  of  us  in  the  private  sector  to  successfully  grapple  with  related  challenges.  If 
employers  like  IBM  are  going  to  continue  to  voluntarily  cover  their  employees  and 
aggressively  pursue  high-quality  health  care  at  reasonable  costs,  we  need  your  help 
in  retaining  the  many  tools  that  enable  us  to  do  this.  The  flexibility  and  national 
framework  that  laws  like  ERISA  have  aided  for  over  20  years  is  one  such  strategic 
tool  necessary  for  us  to  have  if  we  are  to  continue  with  the  efforts  I  have  described 
this  morning.  Our  country's  health  care  challenges  are  not  going  away.  If  we  are 
going  to  meet  them  successfully,  we  must  realize  we  are  all  going  to  have  to  work 
on  the  problem.  We  are  interested  in  helping  you  succeed. 

ThanK  you. 

Chairman  Kasich.  Thank  you,  Mr.  Tarre. 
Susan,  are  you  next? 

STATEMENT  OF  SUE  NELSON 

Ms.  Nelson.  Yes,  I  think  what  I  will  do,  I  have  a  couple  charts 
and  I  will  get  up  here  and  work  through  them. 

Good  morning,  Mr,  Chairman  and  members  of  the  committee.  I 
am  Sue  Nelson.  I  am  manager  of  Health  Promotion  and  Benefits 
at  Texas  Instruments,  and  I  am  pleased  to  be  here  this  morning 
to  talk  to  you  about  how  we  have  managed  health  care  costs  at  TI. 

We  employ  about  35,000  employees,  and  we  have  11,000  retirees. 
Our  products  and  services  include  semiconductors,  defense  elec- 
tronics systems,  software  productivity  tools,  personal  notebooks, 
and  consumer  electronics  products. 

I  understand  that  you  have  an  interest  this  morning  in  learning 
what  some  of  the  solutions  are  that  have  worked  for  the  private 
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sector  in  that  they  may  become  models  for  managing  the  Medicare 
program. 

As  a  manager  who  has  dealt  with  the  financial  side  of  health 
care  costs,  we  understand  that  employer  managed  care  strategies 
have  worked  for  us  and  I  believe  have  a  potential  for  working  for 
the  Medicare  program  as  well. 

Just  8  years  ago,  Texas  Instruments  was  in  the  same  situation 
that  the  Federal  Government  finds  itself  today.  Our  costs  between 
1986  and  1988  were  increasing  at  a  rate  of  about  24  percent  annu- 
ally. In  fact,  the  industry  analysts  told  us  that  unless  we  did  some- 
thing, we  could  anticipate  that  those  costs  would  continue  to  in- 
crease. 

We  had  no  choice  if  we  wanted  to  compete  in  a  global  market- 
place but  to  deal  with  those  costs.  So  we  set  out  first  to  really  look 
at  where  our  employees  were  spending  those  dollars.  We  took  a 
look  at  the  total  cost  picture:  the  hospital,  physician,  drugs  

Chairman  Kasich.  Let  me  see  if  we  can  have — you  know,  charts, 
if  you  don't  know  how  to  display  them,  they  don't  work.  So  we  need 
to  get  somebody  to  go  over  there  and  move  this  chart  in  the  middle 
here  so  we  can  see  this  thing.  Can  one  of  you  gentlemen  go  down 
there  and  do  it?  I  can't  see  it  over  here,  and  our  people  can't  see 
it.  Just  get  a  little  closer.  That  is  good. 

Ms.  Nelson.  Does  that  work? 

Chairman  Kasich.  Susan,  that  is  good  right  there.  Thanks. 

Ms.  Nelson.  I  will  take  my  mike,  take  my  chart,  here  I  go. 

All  right.  Really,  what  we  needed  to  look  at  was  where  were  we 
spending  the  dollars,  and  we  took  a  look  at  the  total  costs.  What 
we  found  were  a  couple  of  significant  factors.  Even  though  mental 
health  care  costs  were  only  6  percent  of  the  total  costs  in  1987,  it 
was  increasing  at  a  rate  of  39  percent  annually.  Secondly,  our 
greatest  cost  area  was  hospital  cost.  So  we  set  about  solving  those 
problems. 

We  recommended  to  management  that  we  felt  the  only  way  we 
could  really  solve  it  for  TI  was  to  first  manage  the  total  costs  in 
the  system.  Secondly,  we  did  not  want  to  solve  the  problem  by 
shifting  more  costs  to  our  employees,  so  we  wanted  to  minimize  as 
much  as  possible  the  cost  shift  to  our  employees  and  pretty  much 
maintain  an  equal,  a  consistent  cost  share  with  employees  since 
that  time.  And,  third,  we  had  to  find  a  way  to  get  our  employees 
involved  in  the  solution.  At  this  point  in  time,  we  are  certainly  still 
working  on  that  factor. 

So  we  addressed  first  the  mental  health  costs.  We  set  up  a  net- 
work of  providers,  implemented  case  management,  and  designed 
our  benefit  plan  to  encourage  our  employees  to  select  into  the  net- 
work. We've  managed  that  network  over  time  by  reducing  the  num- 
ber of  providers  in  the  system,  renegotiating  those  rates,  and  we 
introduced  an  employee  assistance  program. 

When  a  Tl'er  has  a  problem  or  a  need,  they  contact  the  EAP 
first.  The  role  of  the  EAP  counselor  is  to  perform  a  clinical  assess- 
ment and  then  either  provide  the  counseling  within  the  EAP  set- 
ting or  refer  the  Tl'er  into  the  network. 

Our  costs  

Chairman  Kasich.  Could  I  ask  you  to  speak  in  language  here 
that  we  understand? 
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Ms.  Nelson.  OK. 

Chairman  Kasich.  EAP?  It  is  like  you  are  from  the  Pentagon. 
Speak  in  

Ms.  Nelson.  The  employee  assistance  program  is  a  counseling 
service,  and  the  EAP  is  an  acronym  for  the  employee  assistance 
program.  As  a  result  of  this  total  program,  our  costs  for  mental 
health  care  have  decreased  annually  about  8  percent. 

Our  next  step  was  to  take  a  look  at  the  rest  of  the  total  cost  pic- 
ture. That  meant  we  began  the  development  of  a  hospital  network 
in  1989  and  proceeded  to  develop  a  physician  and  pharmacy  net- 
work in  1992.  There  were  five  key  elements  in  developing  the  hos- 
pital network:  one,  hospital  selection,  cost  negotiation,  benefit  plan 
design,  which  is  key  to  making  this  whole  thing  work,  measures 
and  certainly  a  road  map  to  ensure  that  we  stayed  on  plan,  that 
we  executed  to  our  objectives. 

We  selected  the  hospitals  based  on  accreditation,  the  array  of 
services  they  offered,  geographic  access,  certainly  competitive  pric- 
ing, and  we  selected  and  were  certainly  biased  in  selecting  those 
hospitals  that  our  TI  employees  had  been  already  using,  because 
we  were  building  a  network  that  was  tailored  to  those  employees. 

We  negotiated  per  diem  rates,  which  are  fixed  rates  for  a  set  pe- 
riod of  time,  as  opposed  to  discount  rates,  where  the  cost  increases 
as  the  price  increases. 

Our  next  step  was  a  physician  network.  We  invited  those  physi- 
cians who  were  already  on  staff  at  our  network  hospitals  to  partici- 
pate and  invited  them  to  go  through  the  process.  And  we  asked  our 
employees  to  nominate  their  personal  physicians.  We  understood 
that  in  order  for  this  to  be  successful,  we  needed  participation  from 
our  employees. 

The  physicians  who  were  accepted  in  the  network  went  through 
a  comprehensive  credentialing  process,  including  such  things  as 
Medicare  certification,  board  State  licensure,  board  certification  in 
their  areas  of  specialty,  or  certainly  equal  experience  and  training, 
drug  enforcement  certification,  admitting  privileges  and  so  forth. 

Our  next  step  was  the  pharmacy  network  in  1992.  That  is  an 
area  of  increase  that  has  continued  over  the  past  8  years.  We  in 
June  will  be  introducing  another.  Phase  2  of  a  program  for  our  em- 
ployees that  incents  them  to  elect  a  generic  drug.  That  means  that 
TI  will  pay  only  up  to  the  cost  of  a  generic  drug  when  it  is  avail- 
able. 

For  instance,  for  a  treatment  course  with  Motrin,  that  drug 
would  cost  $26.  Its  generic  substitute,  ibuprofen,  would  cost  about 
$10  for  an  equivalent  treatment  course. 

We  estimate  that  that  program  will  reduce  our  pharmacy  costs 
about  7  percent,  or  almost  $2  million  over  a  12-month  period. 

We  are  also  certainly  interested  in  the  satisfaction  of  our  employ- 
ees with  our  network  system.  We  perform  a  satisfaction  survey  an- 
nually, and  we  look  at  nine  attributes:  interpersonal  care,  technical 
quality,  overall  quality,  general  satisfaction,  access,  time  spent,  and 
choice.  Our  overall  satisfaction  rate  in  1994  was  85  percent,  the 
highest  score  being  on  overall  quality  and  our  lowest  score  being 
effective  methods  to  help  employees  select  a  physician  in  the  net- 
work. And  that  is  an  area  that  we  really  need  to  improve  on. 
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We  are  also  interested  in  facilitating  an  electronic  health  care  in- 
formation network,  and  in  that  regard  TI  is  chairing  a  coalition  in 
the  Dallas-Fort  Worth  area.  Our  objective  certainly  is  to  reduce 
paper  claims  in  the  system — we  believe  that  is  essential  when  we 
look  to  the  future— as  well  as  storing  and  transmitting  clinical 
data. 

Our  strategy  in  the  1980's  was  focusing  on  reducing  total  costs, 
but  in  order  to  stay  ahead  of  the  cost  curve  in  the  1990's  we  have 
to  continue  to  renegotiate  and  adjust  our  network  system.  In  that 
regard,  we  are  now  setting  up  what  we  call  specialty  care  net- 
works, which  is  a  subnetwork  of  the  larger  network.  We  are  select- 
ing doctor  teams  and  hospitals  that  have  demonstrated  leadership 
in  their  areas  of  specialization  based  on  a  set  of  national  perform- 
ance and  quality  standards. 

This  enables  TI  to  transfer  accountability  for  managing  the  effec- 
tive delivery  of  health  care  back  to  the  medical  community.  In  that 
regard,  we  have  removed  the  third  party — ^for  these  networks,  we 
have  removed  the  third-party  utilization  management  role  to  re- 
duce costs  both  for  us  and  physicians.  And,  instead,  we  are  now 
partnering  with  physicians  to  manage  or  to  measure  outcomes  and 
quality  for  those  specialty  care  networks. 

In  October  1994,  we  introduced  a  cardiac  specialty  care  network 
which  is  part  of  this  new  structure.  We  selected  doctor  teams  and 
hospitals  based  on  a  set  of  standards  which  included  the  number 
of  procedures  performed,  infection  rates,  mortality  rates,  length  of 
stay,  length  of  stay  in  the  intensive  care  unit,  and  so  forth. 

We  have  negotiated  case  rates.  I  will  show  you  what  this  looks 
like  because  it  is  a  different  structure  than  we  have  used  before 
with  the  per  diem  rates.  In  fact,  this  case  rate  covers  all  doctors 
and  hospitals  services  for  a  90-day  period  for  specific  procedures. 
And  you  can  see  that  it  includes  a  series  of  doctor  and  support 
team  staff. 

At  the  discharge  point,  we  collect  clinical  data.  At  90  days  out, 
we  interview  our  employees  to  determine  whether  they  have  re- 
turned to  wellness  and  what  their  functional  capabilities  are.  And 
we  continue  periodically  interviewing  those  eniployees  until  18 
months  out.  We  believe  this  is  going  to  be  very  effective  in  helping 
manage  our  costs  in  the  future. 

Leading  to  the  year  2000,  we  believe  it  is  a  fundamental  require- 
ment to  move  from  entitlement  to  ownership  over  personal  health 
management.  Our  health  excellence  strategy  at  TI  really  will  pro- 
vide information  and  education  to  our  employees  to  enable  them  to 
do  that.  We  are  providing  medical  self-care  books.  We  are  going  to 
be  introducing  a  nurse  help  line  to,  in  fact,  help  Tl'ers  make  more 
informed  decisions  when  they  enter  the  health  care  system. 

To  foster  involvement,  we  provide  cancer  screening  coverage 
under  our  benefit  plan,  onsite  cancer  screening  programs,  early 
childhood  immunizations,  well-baby  care,  and  programs  and  serv- 
ices at  our  onsite  health  and  fitness  centers. 

We  measure  the  effectiveness  of  the  delivery  of  our  program  by 
charting  the  medical  CPI,  and  our  objective  is  to  be  at  or  less  than 
the  medical  CPI  over  time.  And  if  you  look  at  the  last — and  this 
chart  depicts  3-year  rolling  averages,  and  the  blue  line  really  indi- 
cates where  industry  averages  for  employers  our  size  at  a  national 
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level.  The  red  line  is  the  medical  Consumer  Price  Index,  and  it  is 
based  on  a  3-year  rolling  average.  The  blue  line  or  the  green  line 
is  Texas  Instruments.  You  can  see  over  the  last  3  years  our  costs 
have  been  less  than  medical  CPI. 

We  had  no  choice  as  an  employer  to  do  what  we  did  in  the 
1980's.  The  plan  had  risks,  and  the  result  of  our  strategy  has  really 
resulted  from  an  integrated  approach  to  managing  the  health  care. 
We  challenge  Congress  to  take  risks  and  to  be  bold  in  your  think- 
ing. We  believe  that  some  of  the  successes  employers  have  had  in 
the  private  sector  can  also  work  for  the  Medicare  program,  and  we 
support  your  efforts,  and  we  were  really  pleased  to  be  here  today 
to  snare  our  information  with  you. 

[The  prepared  statement  of  Sue  Nelson  follows:] 

Prepared  Statement  of  Sue  Nelson,  Manager,  Health  Promotion  and 
Benefits,  Texas  Instruments  Inc. 

Good  morning,  Mr.  Chairman  and  members  of  the  committee.  I  am  Sue  Nelson, 
manager  of  health  promotion  and  benefits  for  Texas  Instruments.  TI  is  an  elec- 
tronics company  with  more  than  35,000  employees  in  the  United  States.  Our  prod- 
ucts and  services  include  semiconductors,  defense  electronics  systems,  software  pro- 
ductivity tools,  notebook  computers,  and  consumer  electronics  products. 

I  a|)preciate  the  committee's  invitation  to  appear  before  you  today  to  share  TI's 
experience  with  controlling  health  care  costs.  I  understand  that  vou  are  specifically 
interested  in  private  sector  solutions  which  may  serve  as  models  for  restructuring 
the  Medicare  program.  I  commend  your  willingness  to  take  on  this  challenge  be- 
cause those  of  us  dealing  with  the  financial  side  of  health  care  also  recognize  that 
the  managed  care  strategies  that  are  working  for  employers  can  also  work  for  Medi- 
care. 

Just  8  years  ago,  TI  was  in  a  position  similar  to  the  Federal  Government's  today. 
We  had  seen  healtii  care  costs  balloon  out-of-control  to  24  percent  in  1986,  27  per- 
cent in  1987,  and  20  percent  in  1988.  We  knew  we  could  not  maintain  those  cost 
increases  and  be  globally  competitive.  Calculating  the  average  increase  over  that 
time  period,  we  projected  that  nad  there  been  no  change  in  our  direction,  the  total 
expenditure  for  health  care  in  1994  would  have  been  more  than  $184  million  instead 
of  what  it  actually  was — $118  million. 

How  did  TI  do  this? 

The  first  step  was  to  understand  where  our  employees  were  spending  health  care 
dollars — ^hospital,  physician,  pharmacy,  lab,  diagnostics,  or  mental  health.  Then,  we 
developed  our  strategy  by  focusing  on  the  greatest  cost  area  first.  We  identified  sev- 
eral significant  factors  when  we  looked  at  our  total  costs.  First,  although  mental 
health  cost  was  only  6  percent  of  the  total,  it  had  been  increasing  at  a  rate  of  39 

fjercent  annually.  Second,  hospital  cost  represented  49  percent  of  the  total,  or  our 
argest  expense. 

Our  health  benefits  team  in  Human  Resources  developed  a  strategy  that  included 
three  key  factors: 

1.  Reduce  total  cost; 

2.  Minimize  cost  shift  to  TI  employees;  and 

3.  Involve  employees  in  the  solution. 

Mental  health  costs  were  targeted  first.  A  network  of  providers  was  set  up  and 
case  management  implemented  for  all  inpatient  care.  We  continued  to  manage  this 
network  by  reducing  the  number  of  providers,  renegotiating  rates,  redesigning  our 
benefit  plan  to  encourage  the  use  of  alternative  care  treatment  plans.  An  Employee 
Assistance  Program  [EAP]  also  was  implemented.  A  TI  employee  who  needs  help 
contacts  the  EAP  first.  The  role  of  employee  assistance  counselors  is  to  perform  a 
clinical  assessment  and  provide  the  needed  counseling  within  the  EAP  setting,  or 
refer  the  employee  to  the  most  appropriate  network  provider.  Since  1988,  the  an- 
nual decrease  for  mental  health  costs  has  averaged  8  percent. 

The  next  steps  were  the  introduction  of  a  hospital  network  in  1989,  and  physician 
and  pharmacy  networks  in  1992. 

hospital  network 

The  process  for  developing  our  network  system  included  five  key  elements — ^hos- 
pital selection,  cost  negotiation,  benefit  plan  design,  measures,  and  a  roadmap  to  en- 
sure we  continued  to  focus  on  our  objectives.  The  hospitals  were  selected  based  upon 


19 

accreditation,  arrav  of  services,  geographic  access,  and  competitive  price,  with  pref- 
erence for  hospitals  that  had  been  preferred  by  our  employees.  We  negotiatecf  per 
diem  rates  as  opposed  to  simple  discounts. 

PHYSICIAN  NETWORK 

In  1992,  we  introduced  a  physician,  lab,  and  diagnostic  network.  Physicians  drive 
the  intensity  of  the  services,  influence  place  of  service,  and  impact  disability  days. 
This  network  was  built  using  two  approaches: 

1.  Inviting  physicians  on  staff  at  network  hospitals;  and 

2.  Inviting  TI  employees  to  nominate  their  personal  physicians. 

Doctors  accepted  in  the  TI  network  must  pass  a  credential  process  and  meet  a 
specific  set  of  licensure  and  certification  requirements:  Medicare  certification,  board 
certification  in  certain  professional  specialities  or  equivalent  training  and  experi- 
ence. State  licensure.  Drug  Enforcement  Agency  certification,  maintenance  of  mal- 
practice insurance  at  required  levels,  and  hospital  admitting  privileges. 

PHARMACY  NETWORK 

To  address  the  final  cost  component  on  the  supply  side  of  the  equation,  we  devel- 
oped a  pharmacy  network.  In  June,  we  will  introduce  the  second  phase  of  a  program 
that  financially  encourages  TI  employees  to  elect  a  generic  drug.  When  a  generic 
drug  is  available,  TI  will  pay  only  up  to  the  cost  of  the  generic,  and  the  employee 
will  be  responsible  for  paying  the  balance  of  the  cost  for  a  brand-name  drug.  As  an 
example,  Motrin  sells  lor  $25.99,  while  the  generic,  ibuprofen  costs  $9.58.  We  esti- 
mate that  in  a  12-month  period  this  program  will  reduce  overall  cost  by  7  percent, 
or  close  to  $2  million. 

PATIENT  SATISFACTION  SURVEY 

Another  key  measurement  is  the  satisfaction  of  our  employees  with  our  network 
system.  Nine  attributes  of  health  care  are  measured  annually.  Interpersonal  care, 
technical  quality,  overall  quality,  outcomes,  general  satisfaction,  communication,  ac- 
cess, time  spent,  and  choice.  In  1994,  we  achieved  an  overall  satisfaction  rate  of  85 
percent,  with  overall  quality  receiving  the  highest  score  and  effective  help  in  select- 
ing a  physician,  the  lowest  score. 

ELECTRONIC  DATA  INFORMATION 

In  order  to  facilitate  the  development  of  an  electronic  health  care  information  net- 
work, TI  is  chairing  a  coalition  in  the  Dallas/Ft.  Worth  community.  The  coalition 
includes  employer-payers,  major  hospitals,  large  physician  groups,  managed  care 
companies,  and  insurance  companies.  In  the  short  term,  it  can  reduce  administra- 
tive cost  by  eliminating  paper  claims,  and  in  the  longer  term,  transmit  and  store 
clinical  data. 

STRATEGIC  DIRECTION 

In  the  1980's,  our  focus  was  on  cost  management  or  the  supply  side  of  the  equa- 
tion. In  order  to  stay  ahead  of  the  cost  curve  in  the  1990's,  we  must  continue  to 
refine  and  adjust  the  network.  As  a  result,  we  are  developing  specialty  care  net- 
works, a  subset  of  the  larger  network,  that  comprise  hospital  and  doctor  teams  who 
have  demonstrated  leadership  in  their  specializations  and  have  met  a  set  of  national 
quality  and  performance  standards.  Global  or  case  rates  are  negotiated  with  the 
hospital  and  doctor  teams.  This  enables  TI  to  shift  accountability  for  cost-effective 
delivery  of  health  care  to  the  medical  community.  To  reduce  administrative  costs  for 
TI  and  physicians,  we  are  removing  third-party  utilization  managers  who  approve 
benefit  payments  for  hospital  stays  and  treatment  length,  and  instead  are 
partnering  with  the  physicians  to  develop  quality  and  outcome  measures.  This 
structure  positions  our  network  for  the  future.  Our  cardiac  network,  introduced  in 
October  1994,  is  an  example  of  this  specialty  network.  Physicians  and  hospitals 
were  selected  based  upon  a  clearly  defined  set  of  quality  indicators — number  of  pro- 
cedures performed,  complication  rates,  average  length  of  stay,  average  number  of 
days  in  intensive  care,  quaUty  of  support  services,  morbidity  and  mortality  rates. 
We  also  negotiated  case  rates  that  cover  the  patient  for  all  services  delivered  for 
90  days.  We  are  collecting  clinical  data  at  discharge  to  measure  the  quality  of  care 
and  data  on  return  to  wellness  from  90  days  to  18  months  out. 

Leading  to  the  year  2000,  we  are  focused  on  the  demand  side  of  the  equation. 
Moving  fi*om  an  entitlement  mindset  to  ovmership  for  personal  health  management 
is  a  fundamental  requirement  to  influence  the  demand  side  of  the  equation.  Our 
health  excellence  strategy  is  designed  to  provide  information  and  education  to  our 
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employees  through  health  assessments,  personal  health  management  programs,  and 
consumerism.  To  foster  employee  involvement  we  cover  cancer  screenings,  early 
childhood  immunizations,  and  well  baby  care,  as  well  as  programs  at  our  onsite  fit- 
ness and  recreation  centers. 


We  have  developed  a  set  of  metrics  as  a  means  to  measure  the  effectiveness  of 
our  health  benefits  strategy — 3-year  trends  for  TI  health  costs  and  the  Medical 
Consumer  Price  Index  are  compared.  Our  goal  is  to  deliver  a  program  that  is  at  or 
less  than  the  Bureau  of  Labor  Statistics  Medical  CPI,  while  maintaining  a  cost 
share  ratio  of  70/30  with  TI  employees.  As  you  will  note  fi*om  the  charts,  during 
the  last  3  years,  our  average  rate  of  cost  growth  was  below  Medical  CPI  and  na- 
tional industry  averages.  In  fact,  TI  cost  in  1994  was  less  than  1992.  During  this 
same  time  period,  TI  maintained  a  consistent  cost  share  with  employees. 

We  had  no  choice  but  to  move  forward  with  our  strategy  in  1988,  driven  by  the 
stark  reality  of  global  competition.  Our  solution  is  not  without  risks,  and  results 
from  an  integrated  strategy.  We  challenge  Congress  to  also  take  some  risks  and  be 
bold  in  their  thinking.  We  appreciate  the  opportunity  to  tell  our  story  and  support 
your  efforts  to  seek  a  solution  to  better  manage  Federal  health  care  costs. 


HEALTH  BENEFITS  METRICS 


Chart  1.— Challenges  (1987) 
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Chart  2.— Health  Benefits  Roadmap 
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Chart  3.— Specialty  Care  Network:  Cardlvc  Care 
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Chart  4.— Texas  Instruments  Health  Plan 
Rate  of  Cost  Growth 

(3  Year  Roiling  Average) 
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Chart  5— Health  Benefits  Metrics:  Cost  Share 
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Chairman  Kasich.  Thank  you,  Ms.  Nelson.  That  was  very,  very 
useful.  Thank  you  very  much. 
Larry. 
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STATEMENT  OF  LAWRENCE  P.  LEVINE 

Mr.  Levine.  Thank  you,  Mr.  Chairman,  and  good  morning.  And 
members  of  the  committee,  good  morning  to  you. 

I  would  like  to  thank  you  for  the  invitation  to  address  you  this 
morning.  I  am  Larry  Levine,  group  director,  Human  Resources  Ad- 
ministration for  Ryder  System,  and  in  that  capacity  one  of  my  re- 
sponsibilities is  the  administration  of  Ryder's  benefit  programs. 

The  43,000  Ryder  employees  provide  highway  transportation 
services  in  49  States  and  in  5  countries,  in  the  United  States  and 
throughout  the  world.  Most  of  you  will  recognize  us  for  our  fleet  of 
yellow  trucks,  but  we  are  a  lot  more.  We  are  the  leading  provider 
of  full-service  truck  leasing.  We  are  the  world's  largest  commercial 
truck  rental  company.  We  are  North  America's  largest  highway 
transporter  of  new  automobiles  and  trucks.  We  are  also  a  leading 
provider  of  dedicated  logistic  services,  school  bus  transportation, 
and  consumer  truck  rental. 

One  of  the  keys  to  our  success  is  the  partnerships  we  are  able 
to  forge  with  our  customers,  our  vendors,  and,  most  importantlv 
and  foremost,  our  employees.  That  is  one  of  the  themes  that  I  will 
be  talking  about  this  morning. 

Our  vision  is  to  serve  our  customers  with  the  best  value  in  logis- 
tics and  transportation  solutions  around  the  world  or  around  the 
comer.  Our  employee  base,  their  dependents,  and  the  total  satisfac- 
tion of  both  of  those  groups,  with  the  employees'  employment  at 
Ryder  are  one  of  the  keys  to  our  success.  We  strive  to  ensure  that 
the  employees'  total  compensation,  their  benefit  programs  and  their 
wages,  are  competitive  within  our  industry  and  within  the  markets 
from  which  we  recruit.  In  this  regard,  we  are  extremely  sensitive 
to  the  quality  of  our  benefit  offerings. 

Medical  benefits  are  the  No.  1  ranking  for  employees.  No.  2  is 
retirement.  Medical  benefits  are  our  most  costly  benefit  at  Ryder. 
Because  of  the  steep  rise  in  costs  in  the  1980's  and  what  we  pro- 
jected into  the  1990's,  we  took  some  bold  steps  in  1991. 

The  medical  plan  has  undergone  the  most  visible  changes  in  any 
plan  that  Ryder  has  had  in  the  last  15  years,  in  both  design  and 
delivery,  and  in  employee  participation.  Over  the  last  5  years,  since 
the  introduction  of  managed  care  on  January  1,  1991,  Ryder's  med- 
ical plan  expenses  have  decreased  in  total  by  5  percent. 

To  express  our  success  in  other  terms,  our  1994  medical  plan 
costs  stated  in  1990  dollars  are  33  percent  less  than  our  1990  medi- 
cal plan  expenditures.  This  success  and  the  decrease  are  attrib- 
utable to  several  things.  It  is  through  cooperation,  communication, 
cost  control,  and  the  partnerships  I  mentioned,  while  we  are  very 
pleased  to  report  that  we  have  maintained  and  improved  the  qual- 
ity of  care  and  the  satisfaction  of  our  employees  and  their  depend- 
ents. 

Like  the  other  companies  this  morning,  by  the  mid-1980's  Ryder 
saw  that  its  medical  plan  costs  were  rising  faster  than  any  other 
cost  within  the  corporation.  We  introduced  interim  measures  in  the 
1980's  that  arrested  the  trend  slightly  but  had  no  lasting  effect  on 
plan  utilization  and  medical  cost  inflation. 

In  fact,  in  1989,  the  finance  team  at  Ryder  projected  that  health 
care  costs  would  rise  over  the  next  5  years  by  149  percent,  while 
our  revenues  and  our  margins  would  increase  by  only  60  percent. 
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I  think  you  can  see  that  this  situation  was  unacceptable  to  the 
management  at  Ryder. 

They  took  a  bold  step.  For  the  first  time,  they  took  management, 
they  took  employees,  and  they  took  outside  consultants,  put  them 
together  in  a  task  force,  and  looked  at  strategy,  looked  at  plans, 
looked  at  what  the  consultants  had  to  recommend.  They  concluded 
that  putting  in  managed  care  on  a  competitive  basis  of  bidding 
would  obtain  for  Ryder  on  a  nationwide,  uniform,  and  consistent 
basis  a  plan  that  would  maintain  the  quality  of  care  for  its  employ- 
ees and  control  costs  for  the  bottom  line  at  Ryder. 

But  we  are  most  proud  that  during  the  decisionmaking  process 
and  before  the  decision  was  finalized  and  managed  care  imple- 
mented, we  took  our  suggestions,  our  ideas,  and  our  strategy  to  the 
front-line  employees  and  held  hundreds  of  focus  group  meetings 
where  we  obtained  their  opinions,  their  buy-in,  realized  their  con- 
cerns, and  even  changed  some  parts  of  the  program  so  that  when 
we  rolled  it  out,  we  could  say  that  this  was  a  program  that  the  em- 
ployees agreed  with. 

When  we  introduced  managed  care  in  1991,  we  put  50  percent 
of  the  participating  employee  base  in  over  1,100  locations  in  the 
United  States  into  the  program.  We  now  have  81  percent  of  our 
employee  base  in  our  managed  care  programs,  and  to  be  exact,  we 
have  49  vendors  that  we  monitor  to  do  something  like  this.  We 
have  at  least  this  year,  going  into  1995,  28  health  maintenance  or- 
ganizations, 3  point-of-service  organizations,  7  preferred  provider 
organizations;  we  have  both  managed  mental  health,  managing 
employee  assistance  programs,  and  managed  prescription  benefits 
vendors  in  addition. 

As  I  said  before,  we  believe  the  results  have  been  very  dramatic. 
If  we  had  not  implemented  managed  care,  our  1994  medical  costs 
based  on  indemnity  usage  for  the  1990's  would  have  been  75  per- 
cent higher  today  than  it  is.  On  a  per  participant  basis,  1994  costs 
are  lower  today  than  they  were  in  1989. 

Part  of  the  results  are  attributable  to  Ryder's  innovative  plan  de- 
sign. If  managed  care  is  available  in  the  employee's  home  ZIP  code, 
the  employee  is  not  offered  a  stand-alone,  nonmanaged-care  option. 
However,  as  to  the  most  popular  plan,  our  point-of-service  plan,  it 
does  have  a  feature  that  allows  a  person  to  use  a  nonnetwork  bene- 
fit at  a  reduced  reimbursement  rate.  Those  reimbursement  dif- 
ferentials in  the  point-of-service  plan  are  heavily  weighed  toward 
service  within  the  network  where  we  can  contain  costs  and  monitor 
care  and  look  at  those  large  claims  that  cost  a  lot  of  our  dollars. 
And  we  have  encouraged  employees  to  utilize  the  managed  care 
network  provider,  in  part  because  of  its  preventive  and  its  wellness 
benefits. 

In  our  managed  care  program,  for  example,  on  some  of  our  costs, 
if  you  were  to  receive  an  MRI,  under  managed  care  it  would  cost 
$400;  under  our  indemnity  plan  it  would  cost  Ryder  $1,100.  A  per- 
sonal example,  on  a  hernia  operation  in  a  managed  care  setting, 
$3,900;  in  the  indemnity  program,  $8,500.  That  list  is  endless. 

Of  course,  and  I  need  to  stress  

Chairman  Kasich.  Excuse  me.  Could  you  make  that  list  avail- 
able to  the  committee?  You  get  us  20  examples.  We  would  love 
that.  Just  get  it  to  us. 
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Mr.  Levine.  Yes,  Mr.  Chairman.  I  will  do  that. 

We  have  not  been  able  to  attain  this  success  without  the  accept- 
ance and  the  participation  of  the  Ryder  employees.  They  now  cover 
out  of  an  employee  contribution  about  25  percent  of  the  medical 
costs,  and  that  percentage  appears  to  be  in  line  with  other  large 
employers. 

Our  communications  program  is  one  of  the  best,  we  feel.  It  has 
caused  the  managed  care  program  to  be  well  accepted  by  the  em- 
ployees, and  it  is  very,  very  extensive  on  an  ongoing  basis.  It  is  de- 
signed to  be  fun,  informative,  educational,  and  very  easy  to  read. 
Each  month  the  employees  receive,  either  at  home  or  at  work,  tai- 
lored publications  detailed  how  to  use  the  features  of  the  health 
plans,  answers  to  commonly  asked  questions,  and  wellness  tips. 
And  throughout  the  year,  we  really  do  make  an  effort  to  hit  as 
many  of  the  1,300  locations  and  give  a  personal  benefits  presen- 
tation to  any  one  of  the  three  shifts  that  might  be  working  at  our 
facilities. 

From  the  employee  feedback  we  receive  from  those  personal  vis- 
its, from  phone  calls,  and  from  surveys,  we  have  determined  that 
the  cost  is  well  balanced  between  the  company  and  the  employee, 
and  the  surveys  indicate  the  programs  are  very  well  received  by 
the  dependents. 

We  spend  a  lot  of  time  monitoring  the  quality  of  service  so  that 
it  remains  high  and  the  costs  stay  acceptable.  We  monitor  our 
managed  care  vendors  in  several  ways.  We  are  extremely  pleased 
with  the  measures  of  quality  "report  card"  that  was  recently  issued 
by  the  National  Committee  for  Quality  Assurance.  Some  of  our  ven- 
dors, like  Prudential,  U.S.  Healthcare,  have  also  taken  it  upon 
themselves  to  issue  independent  report  cards  based  on  HEDIS 
measures.  These  things  are  very  important  to  us.  We  hope  that 
those  efforts  continue  and  that  they  help  us  judge  plans  on  a  con- 
sistent and  uniform  basis. 

We  also  sit  with  our  vendors  and  review  actual  claims  statistics, 
and  we  exchange  ideas  and  information  on  a  regular  basis.  Ryder's 
net  cost  of  benefits  per  employee  is  among  the  lowest  in  our  indus- 
try group,  and  according  to  a  national  data  base  maintained  by 
MEDSTAT,  our  cost  and  utilization  statistics  rank  in  the  top  25 
percent  of  large  employers  with  the  lowest  cost. 

We  also  look  at  our  internal  processes,  and  we  push  the  latest 
innovations.  We  have  moved  to  a  virtual  paperless  enrollment  proc- 
ess for  our  employees,  which  means  that  they  can  get  information 
on  their  benefit  programs  with  the  push  of  a  telephone  keypad.  We 
also  have  commitments  from  all  of  our  vendors  to  transmit  eligi- 
bility information  electronically.  Most  of  the  claims  filing  is  done 
paperless,  and  so  we  have  given  access  to  a  lot  of  our  vendors  to 
our  data  base  held  at  Miami  headquarters  on  a  real-time  basis  so 
they  can  be  more  timely  and  more  self-sufficient  in  the  servicing 
of  our  employees. 

This  has  resulted  in  increased  efficiency  and  lower  costs.  But, 
most  importantly,  when  we  achieved  that  success,  it  allowed  us  the 
opportunity  to  spend  more  time  assisting  the  employees  in  under- 
standing and  using  their  benefit  program. 

Our  main  goal  in  1995  and  1996  is  to  take  the  percentage  of  peo- 
ple that  are  still  in  our  indemnity  plans  and  push  them  into  man- 
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aged  care.  Pa3anents  for  indemnity  employees  are  significantly 
higher  for  us  than  those  in  the  managed  care  setup,  and  that  is  our 
main  goal  for  1995. 

In  conclusion,  we  believe  that  we  have  successfully  implemented 
and  we  will  continue  to  expand  and  gain  the  acceptance  of  our  em- 
ployees for  several  reasons.  No.  1,  we  were  very  up  front  with  our 
employee  base.  We  completely  revealed  everything  about  our  medi- 
cal programs,  stated  where  it  was  going,  and  what  the  options 
were.  We  put  in  a  wellness  benefit.  We  listened  to  them.  It  is  a 
paperless  claim  system.  There  is  hardly  anj^hing  for  them  to  do  ex- 
cept go  to  the  doctor,  and  hopefully  they  don't  have  to  go  to  the  doc- 
tor. 

Secondly,  when  we  eliminated  for  most  people  the  indemnity  op- 
tion, we  believe  it  mitigated  against  adverse  selection  by  placing 
high-risk  employees  and  high-cost  procedures  in  a  cost  containment 
atmosphere. 

Third,  our  multiple-vendor  process,  our  competitive  bidding,  our 
risk-incented  contracts  have  resulted  in  very,  very  strong  partner- 
ships with  our  providers  and  firm  commitments  to  quality. 

We  have  been  in  a  learning  mode  now  for  4  or  5  years,  and  we 
will  continue  to  be  in  a  learning  mode  as  we  adjust  our  offerings 
to  the  environment  that  we  think  the  government  will  help  create 
in  perhaps  implementing  some  of  these  ideas  and  some  of  these 
learning  experiences  in  the  Medicare  area. 

We  give  you  our  encouragement,  and,  again,  Mr.  Chairman  and 
members  of  the  committee,  I  thank  you  for  your  time,  and  I  thank 
you  for  the  invitation. 

[The  prepared  statement  of  Lawrence  Levine  follows:] 

Prepared  Statement  of  Lawrence  P.  Levine,  Group  Director,  Human 
Resources  Administration,  Ryder  System,  Inc. 

introduction 

On  behalf  of  M.  Anthony  Bums,  chairman,  president,  and  chief  executive  officer 
of  Ryder  System,  Inc.,  and  its  43,000  employees,  I  would  like  to  thank  you  for  the 
imitation  to  address  the  committee  this  morning.  I  am  Larry  Levine,  group  director. 
Human  Resources  Administration,  and  in  that  capacity  I  am  responsible  for  admin- 
istering Ryder's  benefit  programs. 

Ryder  System  provides  highway  transportation  services  in  the  United  States  and 
throughout  the  world.  Ryder  is  the  leading  provider  of  full  service  truck  leasing,  the 
world's  largest  commercial  truck  rental  company.  North  America's  largest  highway 
transporter  of  new  automobiles  and  trucks,  and  a  leading  provider  of  dedicated  lo- 
gistics services,  school  bus  transportation  and  consumer  truck  rental. 

We  are  able  to  achieve  this  success  because  of  the  partnerships  we  are  forging 
with  our  customers,  vendors  and,  most  importantly,  our  employees.  Ryder's  vision 
is  to  serve  our  customers  with  the  best  value  in  logistics  and  transportation  solu- 
tions, around  the  world  or  around  the  comer.  In  order  to  accomplish  this,  we  have 
examined,  from  the  foundation  up,  every  program,  plan  and  system  that  Ryder  uses. 
Rvder  is  reengineering  its  practices  to  be  responsive  and  flexible  in  dealing  with  all 
of  its  partners. 

Our  employees  and  their  satisfaction  with  the  programs,  plans,  and  policies  that 
guide  their  employment  at  Ryder  are  the  most  important  key  to  our  success.  We 
strive  to  ensure  that  the  employees'  total  compensation,  that  is,  their  benefit  plans 
and  wages,  are  competitive  within  our  industry  and  within  the  markets  fi*om  which 
we  recruit.  In  this  regard,  we  are  extremely  sensitive  to  the  quality  of  our  benefit 
offerings. 

Ryder's  medical  benefits  are  ranked  by  our  employees  as  their  most  important 
benefit.  They  are  also  the  most  costly  and,  over  tne  last  15  years,  have  been  the 
benefit  which  management  inspects  most  closely.  Because  of  the  steep  rise  in  costs, 
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our  medical  plan  has  undergone  the  most  visible  changes  in  plan  design  and  deliv- 
ery. 

BACKGROUND 

Ryder  has  significantly  reduced  its  medical  plan  costs  over  the  last  5  years.  Since 
the  introduction  of  managed  care  on  January  1,  1991,  Ryder's  medical  plan  expenses 
have  decreased,  in  total,  by  5  percent.  To  express  our  success  in  other  terms,  our 
1994  medical  plan  costs,  stated  in  1990  dollars,  are  33  percent  less  than  our  1990 
medical  plan  expenditures.  This  was  achieved  through  cooperation,  communication, 
cost  control,  ana  partnerships,  while  maintaining  the  quality  of  care  and  the  satis- 
faction of  our  employees  and  their  dependents. 

By  the  mid  1980's,  Ryder's  medical  plan  costs  were  rising  faster  than  any  other 
costs  within  the  corporation.  Interim  measures  were  introduced  such  as  the  imple- 
mentation of  mandatory  second  opinions,  precertification  requirements,  coordination 
of  benefits,  large  case  management,  and  increases  to  deductibles.  These  changes  re- 
sulted in  arresting  the  trend  in  medical  plan  increases  for  extremely  brief  periods, 
but  had  no  lasting  effect  on  medical  plan  usage  and  medical  cost  inflation. 

In  1989,  Ryder  projected  that  its  health  care  costs  would  increase  by  149  percent 
over  the  next  5  years,  while  business  revenues  and  margins  would  increase  by  less 
than  60  percent.  This  situation  was  deemed  untenable  and  action  was  initiated  to 
derive  a  workable,  affordable,  acceptable  solution. 

A  task  force  composed  of  management,  employees,  and  consultants  was  assembled 
and  embraced  the  concept  of  managed  care  for  Kyder.  The  task  force  concluded  that 
embarking  on  a  market-oriented  strategy  of  competitive  bidding  would  obtain  for 
Ryder  the  best  nationwide  cost  structure,  while  maintaining  a  high  quality  of  care 
for  our  employees.  Ryder  also  elected  to  encourage  the  wide  use  of  the  new  managed 
care  program  by  its  employees  and  their  dependents  by  setting  new  employee  copays 
and  deductibles  and  introducing  employee  contributions. 

IMPLEMENTATION  OF  MANAGED  CARE 

On  January  1,1991,  Ryder  introduced  a  nationwide  managed  care  program  that 
used  one  primary  vendor,  Prudential  Insurance  Co.  of  America,  and  reached  50  per- 
cent of  the  Ryder  participating  employee  base  in  over  1,100  locations.  Since  then, 
Ryder  has  extended  managed  care  to  81  percent  of  its  employee  population.  Our 
plan  providers  now  include  more  than  40  vendors,  including  28  Healthcare  Mainte- 
nance Organizations  [HMO],  3  Point-of-Service  plans  [POS],  7  Preferred  Provider 
Organizations  [PPO],  and  managed  mental  health  and  prescription  benefits. 

The  results  of  this  shift  to  managed  care  have  been  dramatic.  If  Ryder  had  not 
implemented  its  managed  care  program,  1994  costs,  based  on  continued  indemnity 
plan  usage,  would  have  been  75  percent  higher  than  they  are  today.  On  a  per  partic- 
ipant basis,  1994  costs  are  lower  today  than  thev  were  in  1989.  Medical  costs,  ex- 
pressed as  a  percent  of  Ryder  payroll,  are  presently  less  than  7  percent. 

These  extremely  positive  results  are,  in  part,  attributed  to  the  innovative  plan  de- 
sign of  Ryder's  program.  If  managed  care  is  available  in  the  employee's  zip  code, 
the  employee  is  offered  only  managed  care  options.  Reimbursement  differentials  in 
the  point-of-service  plan  are  weighed  heavily  toward  service  within  the  network,  and 
it  has  encouraged  most  employees  to  utilize  a  managed  care  network  provider.  The 
results  are  also  attributable  to  managed  care's  success  in  driving  down  costs.  For 
example,  under  Ryder's  managed  care  program,  a  magnetic  resonance  imaging  pro- 
cedure [MRI]  costs  about  $400,  as  compared  to  Ryder's  average  indemnity  plan 
charge  of  $1,100.  Hernia  operations  performed  in  a  managed  care  setting  cost  ap- 

Eroximately  $3,900,  while  in  the  indemnity  program  the  cost  is  $8,500.  A  Caesarean 
irth  costs  about  $4,600  in  the  managed  care  arena  and  $10,100  in  the  indemnity 
program.  To  the  indemnity-based  employee,  the  cost  differential  and  their  co-insur- 
ance share  of  the  costs — 20  percen1>— is  substantial.  The  list  of  cost  differences  is 
endless. 

Of  course,  these  results  could  not  have  been  achieved  without  the  acceptance  and 
participation  of  the  Ryder  employee.  Employee  contributions,  subject  to  annual  in- 
creases on  a  proportionate  basis  to  Ryder's  overall  medical  inflation,  now  cover  25 
percent  of  Ryder's  medical  plan  costs.  This  percentage  appears  to  be  in  line  with 
other  large  corporations. 

COMMUNICATION 

Ryder's  managed  care  program  has  been  well  accepted  by  the  employees,  and  we 
believe  it  is  due,  in  large  part,  to  our  extensive  ongoing  employee  communications 
campaign.  Ryder's  benefit  communications  program  is  designed  to  be  fun,  inform- 
ative, educational,  and  easy  to  read.  Each  month,  employees  receive  at  their  busi- 
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ness  location  or  at  their  home,  tailored  publications  detailing  how  to  use  features 
of  their  health  plans,  answers  to  commonly  asked  questions  and  wellness  tips. 
Throughout  the  year,  benefit  presentations  are  conducted  at  many  of  Ryder's  1,300 
locations  where  employees  and  spouses  can  learn  more  about  Ryder's  competitive 
and  comprehensive  benefit  program. 

At  various  times  during  the  year,  these  regular  communications  are  supplemented 
by  a  personal  benefit  statement,  which  lists  for  employees  all  their  benefits  and 
what  Ryder  pays  for  the  program.  From  the  employee  feedback  we  receive,  the  cost 
is  well  balanced  between  the  company  and  the  employee,  and  surveys  indicate  the 
programs  are  well  received  by  their  users. 

MONITORING  SERVICE  AND  QUALITY 

To  ensure  that  the  quality  of  service  remains  high  and  the  costs  stay  acceptable, 
Ryder  constantly  monitors  its  many  managed  care  vendors  in  several  ways.  We,  of 
course,  are  extremely  pleased  with  the  measures  of  quality  "report  card"  recentlv 
issued  by  the  National  Committee  for  Quality  Assurance  that  reviewed  21  healtn 
plans.  Some  of  our  vendors,  such  as  Prudential,  have  independently  issued  report 
cards  based  on  Hedis  measures.  We  hope  that  efforts  to  rate  managed  care  products 
on  a  consistent  and  uniform  comparable  basis  continue. 

Ryder  reviews  actual  claim  statistics  and  meets  with  providers  to  exchange  infor- 
mation and  ideas  on  a  regular  basis.  Through  these  discussions  and  our  analysis, 
we  have  been  able  to  determine  several  trends  which  justify  our  low  medical  costs, 
including  lower  than  average:  inpatient  and  outpatient  hospital  costs;  number  of 
hospital  days  per  confinement;  and  per  day  cost  of  each  hospital  stay.  Ryder's  net 
cost  of  benefits  per  employee  is  among  the  lowest  in  our  industry  group,  clearly 
demonstrating  the  positive  impact  of  managed  care.  According  to  MEDSTAT,  a  na- 
tional database  of  large  companv  medical  costs,  Ryder's  cost  and  utilization  statis- 
tics rank  in  the  top  25  percent  of  large  employers  with  the  lowest  cost. 

Not  only  do  we  monitor  our  vendors  closely,  but  we  examine  our  own  internal 
processes  and  constantly  push  the  latest  innovations.  We  have  moved  to  a  virtual 
paperless  enrollment  process  for  our  employees — not  only  for  the  health  and  welfare 
benefits,  but  also  for  their  401(k)  savings  plan.  Information  is  accessible  to  the  em- 
ployee as  to  cost,  plan  choices,  and  enrollment  information  with  the  touch  of  the 
telephone  keyboard.  Ryder  has,  in  addition,  received  a  commitment  from  all  of  its 
vendors  to  receive  electronic  feeds  of  employee  eligibility  information.  Some  vendors 
have  access  to  our  database  so  that  eligibility  information  is  up-to-date,  on  a  real 
time  basis.  These  changes  have  resulted  in  significantly  increased  efficiency  and 
lower  internal  costs.  Most  importantly,  they  have  allowed  us  the  opportunity  to 
spend  more  time  assisting  employees  in  understanding  and  using  the  entire  benefit 
program. 

you  might  expect,  we  constantly  measure  the  cost  of  managed  care  against  the 
costs  of  the  20  percent  of  our  employees  who  remain  in  our  indemnity  plan.  Net  pay- 
ments per  indemnity  employee  are  significantly  higher  than  net  payments  per  man- 
aged care  employee  ($3,500  and  $2,700  respectively).  The  indemnity  plan  trended 
at  an  increase  of  16  percent  over  the  past  2  years.  As  you  have  already  concluded, 
Ryder's  goal  is  to  move  the  indemnity-based  employees  into  managed  care  programs 
within  the  next  2  years.  An  indication  of  employee  acceptance  of  this  trend  is  dem- 
onstrated during  benefit  presentations  in  nonmanaged  care  locations  when  fi*e- 
quently  the  first  question  asked  is  when  they  will  be  included  in  Ryder's  managed 
care  offering. 

CONCLUSION 

The  successful  implementation  and  continued  expansion  of  managed  care  to  the 
employees  of  Ryder  are  due  to  several  factors.  First,  Ryder  has  always  been  up  front 
with  its  employees  in  describing  the  need  for  managed  care  and  what  it  could  de- 
liver. The  wellness  benefit  and  a  paperless  claim  system  assisted  us  in  gaining  high 
acceptance  fi*om  our  employees.  Second,  the  elimination  of  an  indemnity  offering 
placed  high-risk  employees  and  high-cost  procedures  in  a  cost-containea  environ- 
ment and  the  results  have  been  significant.  Third,  Ryder's  market-based  strategy 
of  using  multiple  vendors,  risk-incented  contracts,  and  competitive  bidding  have  re- 
sulted in  strong  partnerships  with  our  providers  and  firm  commitments  to  quality. 

The  movement  to  managed  care  has  been  e  learning  experience  for  Ryder.  Our 
experiences  may  be  pertinent  to  what  the  government  could  contemplate  for  Medi- 
care. 

Hopefully,  my  colleagues  and  I  have  given  you  some  ideas  and  encouragement. 
I  appreciate  your  time  and,  again,  thank  you  for  the  invitetion. 
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Chairman  Kasich.  Mr.  Levine,  thank  you  very,  very  much. 

Our  final,  last  but  certainly  not  least,  witness  is  David  Edwards 
from  Eastman  Kodak.  David,  the  floor  is  yours. 

Mr.  Edwards.  May  I  ask  the  Chair  about  time?  I  think  we  were 
scheduled  for  an  hour. 

Chairman  Kasich.  You  just  go  ahead.  But  don't  take  an  hour, 
David. 

[Laughter.] 

Mr.  Edwards.  Thank  you  for  that  guidance. 

STATEMENT  OF  DAVID  EDWARDS 

Mr.  Edwards.  Mr.  Chair  and  members  of  the  committee,  I  really 
appreciate  this  opportunity,  particularly  to  share  this  time  with 
Louise  Slaughter,  who  I  am  sure  you  know  represents  us  in  Roch- 
ester, where  our  corporate  headquarters  are  located. 

I  do  share  the  concerns  that  the  Chair  expressed  this  morning 
about  the  trends  around  Medicare  and  health  care  in  general.  In 
fact,  my  comments  this  morning  are  premised  on  the  belief  that 
unmanaged  care  is  a  prescription  for  bankruptcy,  and  left  to  its 
own  devices,  will  devastate  all  it  touches  along  the  way,  whether 
it  is  big  business  or  small  business,  individuals  or  government.  And 
so  the  context  that  I  would  like  to  share  my  thoughts  with  you  are 
in  that  managed  care  and  aggressive  purchasing  of  high-quality 
care  using  a  market-competitive  approach  are  at  least  a  part  of  the 
solutions  that  can  help  us  better  manage  costs  in  the  public  sector, 
as  it  has  in  the  private  sector. 

I  won't  bore  you  with  too  many  details  about  our  numbers  here, 
but  Kodak  has  about  225,000  lives,  about  half  the  lives  that  Mike 
talked  about  earlier,  that  we  are  providing  health  care  for  in  the 
United  States.  Somewhere  between  55,000  and  60,000  of  those  are 
people  who  are  no  longer  working  for  us.  They  are  retired  or  dis- 
abled employees  and  their  dependents.  So  that  is  kind  of  a  back- 
drop. 

While  Rochester  has  a  well-deserved  reputation  for  effectively 
managing  health  care  and  the  resources  around  it,  even  in  Roch- 
ester we  have  not  been  immune  to  the  rampant,  incessant  growth 
in  costs.  While  our  cost  base  is  lower  there,  the  growth  or  the  trend 
line  around  health  care  has  pretty  much  mirrored  that  which  we 
have  experienced  around  the  rest  of  the  country. 

To  give  you  some  context  of  that,  from  1984  to  1993  Kodak's  do- 
mestic health  care  costs  grew  at  the  rate  of  14  percent  per  year 
compounded  and  more  than  tripled  in  absolute  dollars. 

At  a  time  when  our  domestic  work  force  was  shrinking  substan- 
tially, the  cost  of  health  care  grew  from  under  4  percent  of  payroll 
to  more  than  11  percent,  numbers  which  no  business,  as  you  can 
imagine,  or  even  the  public  sector  can  withstand  for  very  long. 

In  1992,  we  were  basically  told  to  deliver  a  health  care  cost  trend 
line  that  was  flat,  net  of  inflation — in  effect,  to  bring  our  health 
care  costs  in  at  a  rate  that  is  growing  no  more  than  general  CPI. 

When  we  began  to  look  at  the  impact  of  that,  it  was  apparent 
that  we  were  going  to  have  to,  in  effect,  take  about  50  percent  of 
our  costs  out  of  our  cost  base  in  the  next  5  to  6  years,  because  left 
unchecked  at  the  previous  rate,  our  costs  would  have  more  than 
doubled  by  the  end  of  this  century. 
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So  how  have  we  done  it?  Well,  I  have  mentioned  already  man- 
aged care  and  wise  purchasing,  and  I  will  try  to  shorthand  a  little 
bit  of  that.  But  in  1994,  we  delivered  health  care  costs  at  7  percent 
less  than  our  overall  cost  base  for  1993.  We  expect  in  1995  to  come 
in  at  least  flat  in  absolute  dollars,  so  that,  in  effect,  takes  inflation 
out  of  the  equation.  We  expect  in  1996  that  we  will  grow  no  more 
than  the  rate  of  inflation,  although  we  are  optimistic  that  we  can 
bring  it  in  again  at  below  absolute  dollar  rates. 

Our  approach  to  it  has  been  to  try  to  rationalize  the  delivery  of 
care — ^you  have  heard  that  this  m^oming — trying  to  encourage  con- 
sumers— that  is,  the  lives  that  we  cover,  Kodak  employees  and  re- 
tirees— ^try  to  encourage  them  to  seek  high-quality,  low-cost  care 
when  it  is  needed,  and  then  to  try  to  encourage  and  incent  the  pro- 
viders to  provide  the  care  as  it  is  needed,  where  it  is  needed,  when 
it  is  needed,  and  through  the  most  efficient  mechanisms. 

So  with  the  goal  of  a  flat  trend  line,  we  established  some  general 
principles  and  guidelines,  and  that  is  what  I  would  really  like  to 
share  with  you  this  morning  because  I  think  they  have  applicabil- 
ity to  public  sector  purchasing  of  care  as  well  as  they  do  to  us. 

No.  1,  we  moved  from  or  transitioned  from  the  purchase  of  health 
insurance  to  the  purchase  of  high-quality  health  care.  And  while 
that  may  not  seem  like  much  on  the  face  of  it,  it  has  enormous  im- 
plications underl3dng  the  health  care  for  folks.  And  so  we  said  our 
approach  would  be  to  identify  the  best  value  plan,  the  high-quality, 
low-cost  plan  in  a  given  area  where  we  had  critical  masses  of  peo- 
ple, and  make  that  the  plan  that  we  would  subsidize  and  encourage 
people  to  use  as  its  primary  plan. 

Choice  is  critically  important.  You  heard  the  comments  already 
this  morning  about  maintaining  employee  confidence,  maintaining 
employee  acceptability.  Choice,  we  found,  is  critical  to  that  as  we 
talked  to  employees,  and  so  we  said.  How  can  we  provide  that 
choice  and  yet  not  have  it  drive  company  costs?  So  our  approach 
to  that  is  to  identify  this  high-quality,  low-cost  plan.  That  is  the 
one  we  will  subsidize  primarily,  and  then  to  offer  these  other  plans 
on  a  basis  that  Kodak  is  financially  indifferent  to  the  choice.  So 
where  we  have  less  efficient  plans — and  we  will  call  those  fee-for- 
service  or  indemnity — or  where  we  offer  higher  valued  plans  like 
very  rich  HMO's,  we  ask  employees  to  pay  the  difference  between 
the  cost  of  the  plan  we  subsidize  and  the  cost  of  the  less  efficient 
or  more  costly  programs. 

We  established  the  plan  that  we  use  as  our  so-called  base  plan 
as  an  80/20  arrangement;  that  is,  we  have  targeted  pa3dng  80  per- 
cent of  the  aggregate  costs,  and  we  are  asking  employees  to  pay  the 
other  20  percent.  We  asked  them  to  pay  that  in  the  form  of 
deductibles  and  copajnnents  rather  than  in  the  form  of  premiums, 
because  we  believe  that  it  encourages  and  incents  people  to  be  wise 
consumers  when  they  are  faced  with  making  a  good  purchasing  de- 
cision at  the  point  in  time  the  service  is  rendered. 

In  the  context,  we  established  reasonable  out-of-pocket  limits.  We 
have,  just  for  your  backdrop,  a  $2  million  lifetime  limit  in  benefits, 
so  these  are  very  comprehensive  plans.  They  cover  sJl  of  the  pro- 
grams and  coverages  that  you  expect.  They  incent  healthy  behavior 
through  wellness  and  preventive  medicine. 
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We  have  targeted  moving  as  quickly  as  possible  to  smaller- 
paneled  group  arrangements,  using  quality  principles.  We  believe 
that  that  is  where  we  will  find  the  highest  quality  medicine  being 
delivered,  and  so  we  are  aggressively  looking  for  those,  not  only  in 
our  home  area  of  Rochester  but  around  the  country  where  we  have 
critical  masses  of  people. 

Another  thing  we  did  was  to  standardize  the  benefit  structure, 
where  we  offered  the  opportunity  for  a  variety  of  providers  to  make 
their  programs  available  to  Kodak  people.  We  found  that  many  of 
them  were  marketing  their  programs  on  valueless  incentives,  fea- 
tures that  were  driven  more  by  marketing  than  providing  quality 
of  care.  And  so  we  thought  it  was  important  to  standardize  the 
basic  health  care  provisions  and  encourage  competition  on  that 
basis. 

Another  thing  we  did  was  to  increase  the  cost  sharing  with  de- 
pendents. One  of  the  things  we  found  is  that  in  a  voluntary  system, 
with  the  comprehensive  coverages  that  we  had,  we  found  other  em- 
ployers encouraging  their  people  to  get  their  care  through  us, 
where  there  were  multiple  dual-income  folks  in  their  families.  And 
so  we  had  to  find  a  way  to  make  that  more  neutral  in  the  market- 
place. 

Then,  finally,  while  most  of  this  effort  focused  on  controlling 
costs  once  the  person  entered  the  delivery  system,  we  found  that 
not  enough  attention  was  being  paid  to  how  to  help  people  use  the 
delivery  system  more  effectively  and,  in  fact,  how  to  help  keep  peo- 
ple out  of  the  delivery  system.  And  so  we  are  focusing  attention  on 
both  what  we  call  the  supply  side  as  well  as  the  demand  side,  and 
we  believe  that  it  offers  significant  opportunity  for  controlling  the 
trend  in  the  future. 

The  observation  we  would  make  is  that  while  it  is  reasonably 
easy  to  take  a  notch  out  of  the  cost  belt,  as  I  like  to  describe  it, 
it  is  more  difficult  to  keep  those  notches  rolling  in  the  future.  It 
is  more  important  to  control  the  trend  than  it  is  to  control  the 
baseline  cost.  And  so  we  view  these  activities  as  things  that  are 
going  to  have  to  continue  moving  forward.  It  isn't  something  that — 
there  is  no  elixir  here  that  can  make  a  one-time  adjustment  and 
simply  deliver  something  to  managed  care  and  expect  it  to  deliver 
the  results  in  the  future.  We  are  going  to  have  to  continue  doing 
the  kinds  of  things  that  have  also  been  described  this  morning. 

So,  in  conclusion,  we  just  found  that  active  involvement  in  the 
purchasing  of  care  for  our  employees  had  a  high  return  both  in 
costs  and  employee  satisfaction.  To  give  you  an  example  of  the  kind 
of  thing  that  we  have  done  locally  in  Rochester,  we  worked 
through,  under  our  leadership,  the  two  primary  insurance  compa- 
nies there  and,  with  the  cooperation  of  the  physicians,  developed  a 
community-wide  prescription  drug  formulary.  That  is  available 
both  to  the  private  sector  and  to  the  public  sector.  It  is  going  to 
take  millions  of  dollars  out  of  the  cost  base. 

Those  are  the  kinds  of  not  only  collaborative  but  individual  driv- 
en programs  that  we  are  going  to  have  to  continue  moving  forward 
in  the  future. 

Thank  you  very  much.  I  really  appreciate  the  opportunity  to  be 
with  you  this  morning. 

[The  prepared  statement  of  David  Edwards  follows:] 
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Prepared  Statement  of  David  E.  Edwards,  Director  of  Benefits,  Eastman 

Kodak  Co. 

Mr.  Chairman  and  members  of  the  committee:  I  am  David  Edwards,  director  of 
benefits  for  Eastman  Kodak  Co.  I'd  like  to  thank  Chairman  Kasich  for  this  oppor- 
tunity to  address  the  Budget  Committee  on  the  topic  of  containing  health  care  costs. 
My  remarks  today  are  premised  on  the  belief  that  unmanaged  health  care  is  a  pre- 
scription for  bankruptcy  and  will  devastate  all  it  touches  in  the  long  run  whether 
large  businesses,  small  businesses,  individuals,  or  even  governments. 

My  message  to  you  as  you  wrestle  with  the  growing  costs  of  the  Medicare  program 
is  that  greater  use  of  managed  care  and  aggressive  purchasing  of  care  on  the  part 
of  the  government  are  more  appropriate  solutions  than  massive  across-the-board 
cuts  in  payments  to  providers,  which  result  in  cost  shifting  or  an  invisible  tax  on 
companies  providing  coverage  to  emplovees  in  the  private  sector.  Incentives  to  bene- 
ficiaries to  seek  care  appropriately  and  to  providers  to  provide  cost-effective  care  in 
a  timely  manner  are  a  key  part  of  the  long-term  solution  to  cost  problems  and  pa- 
tient satisfaction  in  the  Medicare  program. 

Today,  Kodak  employs  some  96,300  employees  worldwide  and  over  54,000  in  the 
United  States.  As  a  purchaser  of  care,  however,  we  provide  health  care  coverage  for 
over  200,000  lives,  more  than  50,000  of  whom  are  retirees  and  their  families.  As 
a  major  employer  and  purchaser  of  care,  we  are  as  conceined  with  quality,  access, 
and  cost  of  health  care  as  anyone.  The  fact  is  that  rising  costs  and  their  effect  on 
the  corporation's  bottom  line  have  necessitated  that  Kodak  become  more  aggressive 
in  its  purchasing  on  behalf  of  its  employees  and  their  families  all  across  the  country. 
We  are  past  the  time  of  simply  pushing  those  extraordinary  costs  out  the  door 
through  reductions  in  spending  in  some  other  part  of  our  operations. 

THE  challenge 

Rochester  has  a  well-deserved  reputation  for  collaboratively  managing  its  health 
care  resources  and  Kodak  has  been  an  active  participant  in  this  effort.  For  the  last 
40  years,  Rochester  has,  on  a  communitywide  basis,  kept  per  capita  costs  well  below 
national  averages.  Even  there,  however,  the  growth  in  costs  has  closely  mirrored  the 
rest  of  the  country.  So  while  we  have  taken  a  notch  out  of  the  cost  belt,  we  have 
not,  as  a  community,  found  the  secret  of  reducing  the  incessant  growth.  FVom  1984 
to  1993,  Kodak's  costs  grew  at  14  percent  per  year  compounded  and  more  than  tri- 
pled in  absolute  dollars. 

At  a  time  when  our  domestic  work  force  was  shrinking,  the  cost  of  health  care 
grew  from  under  4  percent  of  payroll  to  nearly  11  percent.  While  some  organizations 
may  be  able  to  cover  these  rates  of  increase  for  a  short  while  through  productivity 
and  revenue  increases,  at  some  point,  health  care  costs  must  be  directly  addressed. 

In  1992,  Kodak's  Human  Resources  Department  was  given  the  challenge — or  more 
clearly,  the  directive — to  deliver  health  cost  trend  lines  that  were  flat  in  real  dol- 
lars— ^that  is,  net  of  inflation — while  maintaining  employee  acceptance  and  without 
hindering  our  imaging  and  health  products  businesses,  and  to  deliver  it  all  in  2- 
3  years.  Until  that  time,  one  of  my  favorite  quotes  was  that  "the  impossible  only 
takes  a  little  longer,"  but  we  immediately  went  to  work  to  meet  the  challenge.  Our 
analysis  had  shown  that  the  company's  total  cost  for  health  care  coverage,  if  un- 
checked, would  nearly  double  by  the  year  2000  to  some  $650  million.  Bringing  cost 
increases  in  line  with  the  inflation  rate  meant  cutting  them  in  half  So  with  heads 
spinning  and  well-meaning  friends  suggesting  a  fast  and  early  retirement,  we  set 
about  examining  every  aspect  of  the  health  equation  that  current  research  and  tech- 
nology permitted. 

There  were  fundamentally  three  ways  to  deal  with  this  challenge: 

Share  a  more  reasonable  portion  of  costs  with  employees  to  increase  cost  con- 
sciousness; 

Implement  strategies  that  reduce  the  use  of  health  care  services;  and 
Purchase  health  care  more  wisely  as  a  corporation. 

We,  of  course,  decided  to  try  all  three,  and  thus  limit  the  impact  on  employees 
and  retirees. 

I  would  just  like  to  point  out  here  that  the  current  single  Federal  architecture— 
ERISA,  under  which  self-insured  employers  can  operate  flexibly — ^has  played  a 
major  role  in  our  and  other  large  employer's  transformation  from  passive  to  active 
purchasers,  and  in  the  emergence  of  competition  in  the  health  care  marketplace. 

THE  RESULT 

In  1994  we  achieved  more  than  a  7-percent  decrease  in  company  health  care  costs. 
We  estimate  that  1995  will  come  in  at  no  more  than  zero  growth  and,  optimistically, 
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we  hope  for  even  a  further  reduction.  Current  projections  for  1996  suggest  maxi- 
mum growth  of  no  more  than  general  CPI.  In  1997  and  beyond  we  expect  to  take 
the  next  steps  toward  even  more  efficient,  more  cost-effective,  high-value  care. 

HOW  DID  WE  DO  IT? 

There  is  no  magic  elixir.  Our  story  is  similar  to  others  you  will  hear  today  and 
beyond,  in  that  it  seeks  to  rationalize  delivery  of  care  and  encourage  consumers  to 
seek  high-quality,  low-cost  care  when  it  is  needed.  We  strive  to  better  manage  both 
the  demand  and  supply  side  of  the  equation — and  that  is  through  managed  care. 

Today  over  90  percent  of  Kodak's  Rochester  participants  are  in  managed  care.  Be- 
cause of  the  significant  role  managed  care  has  played  in  Kodak's  health  care  cost 
success  story,  I  would  be  remiss  if  I  did  not  raise  our  concern  about  "any  willing 
provider"  legislative  initiatives  at  the  Federal  and  State  level.  Key  to  managed 
care's  success  is  the  ability  to  evaluate  and  select  providers  who  have  successful 
track  records  on  patient  outcomes,  cost-benefit  practice  patterns,  and  patient  satis- 
faction. Acceptance  of  a  plan's  discount  price  is  not  enough  of  a  threshold  for  plans 
to  manage  their  cost  risk  alter  agreeing  to  a  capitated  price. 

With  a  goal  of  zero  real  growth — ^the  flat  trend  line~we  established  some  guiding 
principles  and  objectives,  as  follows: 

Transition  from  the  purchase  of  health  insurance  on  behalf  of  our  employees  and 
retirees  to  the  purchase  of  high-quality,  low-cost  health  care,  available  in  any  given 
location.  Identify  the  "best  value"  plan  and  use  it  as  the  basis  for  company  contribu- 
tions. 

Preserve  choice  for  employees  and  retirees  through  an  array  of  appropriate  op- 
tions on  a  cost-neutral  basis  to  Kodak,  that  is,  have  employees  pay  the  difference 
in  cost  for  less  efficient,  more  costly  options. 

Make  the  basic,  company-paid  plan,  or  what  those  of  us  in  Human  Resources  call 
the  "noncontributcry  option,"  for  each  employee  an  80-20  benefit  structure,  in  which 
Kodak  pays  80  percent  of  aggregate  charges  and  employees  are  responsible  for  the 
other  20  percent,  in  the  form  of  copayments  with  a  reasonable  out-of-pocket  maxi- 
mum obligation  of  $1,500  per  person  and  $3,000  per  family.  These  plans  will  pay 
up  to  $2,000,000  in  lifetime  benefits. 

Have  the  basic  plan  encourage  wise  consumerism  through  the  use  of  copayments 
applicable  at  the  point-of-service  and  through  the  lack  of  a  "premium"  which  encour- 
ages a  subscriber  to  "get  my  money  back," 

Move  as  quickly  as  possible  to  the  most  efficient,  highest  quality  delivery  systems 
based  on  small,  closed  panels  of  high-quality  providers. 

Create  a  uniform  benefit  structure  and  design,  which  incorporated  preventive/ 
wellness  coverage  on  a  value  added  basis  to  incent  consumer  and  provider  behav- 
iors, and  provided  uniform  benefits  to  all  Kodak  people  everywhere  in  the  United 
States.  Tlus  is  fair,  equitable,  and  prevents  inappropriate,  inefficient  mandates  and 
valueless  features  driving  inappropriate  competition. 

Encourage  competition  in  any  locale  with  a  sufficient  critical  mass  of  employees 
by  offering  the  low  cost  plan — which  meets  quality  standards — as  the  noncontribu- 
tory  option. 

Increase  the  cost  sharing  with  dependents  to  reduce  the  cost-shifting  to  Kodak  by 
other  employers  under  a  voluntary  system  of  coverage,  and  to  recognize  the  dra- 
matic increase  in  dual-income  families. 

Develop  strategies  and  implement  plans  and  policies  which  will  reduce  demand 
on  tiie  health  system  by  focusing  on  wellness,  preventive  care,  informed  decision- 
making by  consumers,  and  emphasis  on  self-care. 

These  strategies  and  factors  have  proven  beneficial  in  the  short  term.  Without 
constant  attention  to  process  improvement,  quality-driven  providers,  and  system  in- 
centives to  manage  cost  and  value,  all  we  have  achieved  are  one-time  reductions. 
While  they  are  important,  if  we  are  to  really  achieve  year-to-year  control,  it  will 
take  resolute  commitments  to  make  it  happen.  Every  State  or  Federal  mandate 
which  isn't  medically  necessary,  and  each  protection  for  inefficient  or  unnecessary 
providers,  only  delays  or  prohibits  our  ability  to  achieve  our  goal  of  high-quality  care 
at  prices  we  can  afford,  while  allowing  Kodak  to  remain  competitive  in  the  global 
marketplace. 

In  conclusion,  we  have  found  that  active  involvement  in  the  purchasing  of  care 
for  our  employees  has  had  a  high  return  in  both  costs  and  employee  satisfaction. 
For  instance,  under  our  leadership,  the  two  large  insurers  in  our  Rochester  commu- 
nity of  more  than  1,000,000  participated  with  local  physicians  to  establish  a  commu- 
nity-wide drug  formulary.  It  is  voluntary  at  this  point,  but  provides  incentives  for 
prescribing  physicians  to  utilize  the  best,  lowest  cost  drug  under  any  given  cir- 
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cumstance.  This  will  save  not  only  Kodak,  but  the  rest  of  the  community,  including 
the  public  sector  plans,  millions  of  dollars  per  year. 

Therefore,  we  ask  that  as  the  next  phases  of  health  care  reform  move  along,  that 
you  continue  to  facilitate  and  encourage  the  use  of  the  best  quality,  lowest  cost  pro- 
viders and  programs. 

Chairman  Kasich.  Thank  you.  Let  me  see  if  we  can  get  a  couple 
of  basic  things  answered,  and  if  you  want  to  comment  briefly 
through  the  panel,  I  will  try  to  keep  my  questions  short. 

Let  me  just  ask,  first  of  all,  you  have  obviously  saved  money.  Did 
you  have  your  employees  struggling  with  you  when  you  suggested 
to  them  that  you  were  going  to  give  them  change?  The  biggest 
problem  we  face  when  it  comes  to  saving  Medicare  is  the  issue  of 
change. 

How  did  your  employees  adjust  to  the  issue  of  change?  Let's  do 
that  one  first. 

Mr.  Tarre.  I  can  make  a  comment.  Unfortunately,  we  were 
helped  by  our  business  conditions  in  that  period  of  time  where  we 
were  struggling  with  significant  losses  and  cost  pressures.  So  by 
explaining  to  our  employees  what  we  were  going  through  as  a  busi- 
ness and  by  displaying  for  them  what  the  medical  plan  costs  were 
and  that  it  was  not  possible  for  any  enterprise  to  maintain  this 
over  time,  our  employees  were  very  understanding,  and  they  want- 
ed to  help  solve  the  problem.  And  since  we  historically  had  in- 
volved them  from  1984  on  in  some  sharing  of  the  costs,  they  under- 
stood they  were  stakeholders.  And  so  they  really  were  very  sup- 
portive of  it,  and  as  a  couple  of  the  other  panel  members  men- 
tioned, they  appreciated  what  we  were  able  to  do,  and  we  think  we 
are  delivering  actually  better  care,  much  more  cost  effectively,  and 
we  repeat  that  to  them. 

So  through  appropriate  communications,  they  are  willing  to  ac- 
cept change,  and  then  when  they  see  that  it  works  efiectively,  then 
they  are  supporters  of  this  kind  of  system. 

Ms.  Nelson.  When  we  started  back  in  the  1987-88  timeframe, 
we  were  not  at  all  popular.  We  spent  a  lot  of  time  educating  our 
employees  on  the  cost  issues.  We  spent  a  lot  of  time  talking  about 
the  cost  increases  in  the  health  care  market  side. 

It  was  interesting  because — ^you  addressed  this — at  a  time  when 
we  were  deferring  salary  increases  for  our  employees  because  we 
were  experiencing  some  real  cost  pressures  as  a  company,  we  were 
spending,  providing,  12-  and  15-percent  increases  in  physician  pay- 
ments. 

So  when  we  suggested  a  physician  network,  there  was  still  a  reti- 
cence on  the  part  of  our  employees  to  accept  that.  So  it  really  takes 
a  lot  of  communication,  education,  over  and  over  again  about  the 
cost  issues  and  the  value. 

Today,  it  is  a  very  different  story,  but  when  we  started  on  this 
journey,  it  was  certainly  not  well  accepted,  and  we  invested  a  lot 
of  effort  in  communicating. 

Mr.  Levine.  I  think  I  will  echo  what  Susan  and  Mike  have  said 
in  the  sense  that  we  also  had  some  business  conditions  in  the  late 
1980's  that  we  had  to  address.  Managed  care  was  always  some- 
thing that  people  looked  at  as  if  it  was  always  for  someone  else, 
not  for  them.  But  when  we  laid  out  the  picture,  extensive  commu- 
nications, a  little  hand  holding,  and  their  support  on  the  rollout. 
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we  were  very  pleased.  Our  initial  survey  within  6  months  showed 
78  percent  acceptance. 

I  think  the  key  now  at  Ryder  with  the  continuing  efforts  is  sim- 
ply to  say  that  we  cannot— the  employee  work  force  is  asking  for 
managed  care  quicker  than  we  can  roll  it  out.  But  it  took  time  to 
build  that  up. 

Mr.  Edwards.  In  addition,  we  believe  that  choice  is  critically  im- 
portant. If  you  give  people  no  choice,  they  don't  like  it,  no  matter 
what.  And  so  offering  folks  an  option,  even  if  the  options  them- 
selves aren't  as  attractive  as  they  would  like,  we  have  found  really 
softens  the  blow. 

The  other  thing  is  the  transition.  It  is  one  thing  to  just  simply 
implement  it  over  night,  but  there  are  ways  of  transitioning  from 
where  folks  are  to  where  we  need  them  to  be,  where  we  need  them 
to  be  in  the  private  sector  as  well  as  the  public  sector.  So  one  way 
to  do  it  is  simply  draw  the  curtain,  and  the  other  way  to  do  it  is 
to  move  folks  gradually  across  time,  and  we  have  found  that  to 
work  more  effectively. 

Chairman  Kasich.  Well,  let  me  then  ask  you,  if  you  had  had  a 
constant  debate  going  on  inside  your  company,  one  group  of  people 
sajdng  we  are  going  bankrupt  and  we  better  get  something  done, 
and  another  group  of  people  yelling  and  screaming  that  you  are  all 
crazy  and  that  somebody  is  just  trying  to  steal  your  benefits,  what 
would  the  likelihood  have  been  that  you  would  have  been  able  to 
be  successful? 

I  am  serious,  because  this  is  what  we  are  going  to  face.  We  are 
going  to  have  a  bunch  of  demagogues  running  around,  and  they  are 
going  to  be  telling  people  who  are  afraid  of  change  to  begin  with 
that  this  change  is  not  necessary  and  it  is  a  rip-off. 

Now,  how  successful  would  you  have  been  had  you  had  that  in- 
ternal debate? 

Mr.  Edwards.  I  believe  that  debate  went  on.  It  goes  on.  Much 
of  it  is  true  in  the  open  marketplace  today  in  the  media,  and  our 
folks  read  as  much  of  it  as  the  Medicare  people  do  about  the  horror 
stories  in  managed  care. 

The  fact  is  what  they  don't  see  is  all  the  horror  stories  that  go 
on  in  the  other  form  of  care. 

So  our  focus  is  just  to  simply  continue  to  communicate,  commu- 
nicate, communicate.  And  there  is  a  lot  of  empirical  data  today  to 
demonstrate  the  effectiveness  and  the  quality  of  high-quality  deliv- 
ery systems.  And  somehow  we  just  have  to  continue  to  get  that 
message  across  in  a  very  public  way. 

Mr.  Levine.  I  think  there  will  always  be  debate  about  whether 
or  not  systems  will  go  bankrupt.  We  were  convinced — and  I  think 
you  have  a  very  big  task  ahead  of  you  of  convincing  the  public  that 
there  is  an  equal  problem  that  you  have  heard  described  in  the 
public  throughout  your  discussions  and  at  this  table  today.  I  think 
communications  are  the  key,  choice  is  the  key,  but  you  also  have 
to  say  that  choice  can  be  good  and  there  are  improvements  to  the 
system  which  will  render  better  quality  care,  faster,  more  efficient, 
and  that  the  public  will  be  better  served. 

Mr.  Tarre.  I  just  think  that  Dave's  comment  on  the  choice  issue 
was  very  important  to  us,  and  we  also  had  that  debate,  coming  off 
a  very — ^you  know,  I  had  mentioned  the  entitlement  mentality.  Of- 
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fering  people  that  opportunity  to  make  their  own  decision  and  giv- 
ing them  some  reasonable  financial  incentive  to  make  that  decision 
has  worked  very  well  and  helped  solve  that  debate,  because  you 
avoid  the  indication  that  you  have  decided  exactly  what  is  right  for 
them  and  they  have  no  input  on  that.  And  so  this  way  you  balance 
that  out,  and  that  is  what  we  have  been  able  to  do,  I  think  all  of 
us. 

Chairman  Kasich.  Susan,  let  me  start  with  you  on  high  quality. 
Your  employees,  do  they  feel  as  though  the  quality  of  service  is 
high? 

Ms.  Nelson.  Oh,  yes.  In  fact,  that  has  been  the  highest  rating 
we  have  had  on  the  patient  satisfaction  survey.  And  now  moving 
to  the  specialty  care  networks,  we  are  focusing  on  talking  about 
what  are  the  indicators  that  are  important  when  you  select  a  car- 
diac surgeon.  What  is  it  you  should  be  asking  that  surgeon?  What 
are  the  concerns  you  should  have  as  a  purchaser  and  consumer? 
And  we  are  trying  to  move  away  from  being  a  patient  in  the  health 
care  system  to  being  a  consumer  in  the  health  care  system. 

The  problem  is  right  now  we  don't  have  all  the  data  we  need  to 
help  people  make  those  informed  choices.  And  you  can't  shop 
around.  I  mean,  you're  not  going  to  be  able  to  shop  for  the  best 
price  on  a  cardiac  bypass  very  easily  unless  you  have  some  help 
from  your  employer  or  from  the  managed  care  system  that  you  are 
part  of. 

Chairman  Kasich.  David?  And  then  I  have  one  final  question. 

Mr.  Edwards.  I  was  just  going  to  say  that  while  choice  is  impor- 
tant, the  other  side  of  it  is  there  has  to  be  the  right  kind  of  incen- 
tives to  make  those  choices  go  in  the  right  direction.  If  you  top 
up — ^you  offer  choice,  but  top  up  all  the  financial  underwriting,  then 
your  cost  increases. 

Chairman  Kasich.  Let  me  ask  you  a  followup,  and  this  is  my 
final  question.  David,  let's  start  with  you  on  this.  Do  you  think  it 
is  possible  for  us  to  incentivize  this  Medicare  system  where  people 
would  want  to  walk  into  another  kind  of  a  network,  whether  it  is 
point-of-service,  sta3dng  in  fee-for-service,  moving  into  an  HMO, 
give  them  different  levels  of  benefits  in  each  of  those  and  higher 
copayments  or  lower  copayments  and  still  save  money  for  the  sys- 
tem? 

Mr.  Edwards.  I  think  it  has  been  demonstrated  at  this  point  al- 
ready, in  several  different  ways  and  on  several  different  occasions, 
as  businesses  have  done  that.  And  it  is  not  unique  just  to  a  young- 
er population.  I  can  cite  you  businesses,  as  we  have  recently  done, 
that  have  made  the  same  thing  available  to  our  retiree  population 
who  are  already  on  Medicare.  They  will  make  the  right  choices  if 
they  have  the  right  kind  of  information  presented  to  them  and  the 
right  kind  of  incentives. 

Chairman  Kasich.  Larry,  do  you  want  to  comment  on  that? 

Mr.  Levine.  I  just  wanted  to  say  that  we  have  also  seen  in  sev- 
eral of  the  States  in  the  small  group  reforms  that  that  is  absolutely 
true,  where  you  can  incent  through,  you  know,  community  health 
purchasing  alliances,  small  group  reform.  You  can  get  any  type  of 
population  to  respond  to  incentives,  and  they  do  enjoy  the  choice 
and  they  do  enjoy  the  better  benefit. 
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Chairman  Kasich.  I  just  want  to  thank  you  folks  for  taking  the 
time  and  thank  your  companies  for  coming  up  here  and  trying  to 
help  us  out. 

Mr.  Sabo. 

Mr.  Sabo.  I  thank  you  also  for  being  here.  I  am  just  curious.  The 
question  I  asked  earlier,  was  there  any  particular  experience  you 
had  with  your  retiree  group?  And  I  am  just  curious  if  you  have 
found  any  distinctions  in  choices  made,  the  problems? 

Ms.  Nelson.  I  think  for  our  retirees,  they  value  most  highly  our 
pharmacy  program.  Clearly,  if  we  look  at  utilization,  it  is  the  man- 
agement of  pharmaceutical  prescription  drugs  for  them,  and  we  are 
providing  and  will  be  providing,  introducing  this  year,  a  support 
line  to  help  individuals  manage  those  kinds  of  things.  Because, 
really,  it  is  information  and  understanding  and,  again,  taking  own- 
ership over  your  own  personal  health  management  that  we  think 
is  key,  and  key  for  that  group  as  well. 

Mr.  Tarre.  I  would  comment  that  we  have  found  a  difference  in 
terms  of  utilization  for  the  retiree  population.  The  costs  are  gen- 
erally higher,  in  large  measure  due  to  their  age  and  the  things  that 
happen  to  them.  But  a  very  important  thing  for  us  is  we  only  have 
8  percent  of  our  retirees  in  HMO's.  We  have  36  percent  of  our  ac- 
tive employees  in  HMO's,  and  because  there  aren't  the  incentives 
for  them  to  consider  HMO's,  we  have  only  1  in  3  retirees  in  an  area 
where  there  is  a  Medicare  risk  contract  available. 

We  have  found  that  where  the  risk  contracts  are  available,  retir- 
ees are  willing  to  consider  them.  It  is  in  their — ^you  know,  it  is  a 
more  efficient  delivery  system.  But  that  is  something  we  are  strug- 
gling with  because  we  think  that  we  can  be  more  successful  in  con- 
trolling costs  for  the  retirees  if  we  move  to  more  systems  like  that. 

The  other  part  that  I  would  mention  is  we  have  found  our  retir- 
ees are  willing  to  accept  change.  We  have  asked  them  to  bear  some 
more  costs  over  time.  We  have  asked  them  to  participate  in  some 
of  the  networks  that  we  have  put  in  place  in  our  fee-for-service  sys- 
tem. They  have  accepted  that,  and  it  has  worked  well  for  both  of 
us.  So  that  is  our  experience  with  that. 

Mr.  Edwards.  Part  of  it  is  helping  folks  get  over  the  fear  of  the 
unknown,  and  that  is  the  reason  I  said  earlier  a  transition  strategy 
is  important.  If  you  can  help  through  incentives  across  a  period  of 
time  encourage  them  to  move  at  a  pace  that  seems  acceptable  to 
the  need,  it  will  happen.  But  communication  is  critical. 

Another  dimension  to  it  that  we  have  found  has  been  extraor- 
dinarily helpful  is  in  the  managed  care  arrangements.  They  don't 
have  paperwork.  Paperwork  drives  these  folks  crazy.  And  the  com- 
plexities of  the  forms  and  tracking  reimbursement  is  extraor- 
dinarily difficult  as  people  get  older.  It  is  difficult  for  anyone,  but 
more  difficult  as  we  get  older.  And  the  absence  of  that  in  these  pro- 
grams has  been  a  real  attraction  to  folks. 

Chairman  Kasich.  Mr.  Miller  from  Florida. 

Mr.  Miller.  Thank  you  for  being  here  today.  I  find  it  very  inter- 
esting. As  we  begin  the  task  of  trying  to  save  Medicare  since  it  is 
going  to  be  going  bankrupt  in  a  few  years,  we  have  a  huge  task. 
You  all  are  talking  about  tens  of  thousands  of  employees,  and  we 
are  talking  tens  of  millions  of  people  under  the  Medicare  program. 
Just  as  you  all  had  the  financial  crises  in  your  companies  back  in 


40 

the  1980*s,  we  are  having  it  in  the  country  as  a  whole.  So  we  have 
a  double  problem  of  both  saving  the  system  but  also  saving  the 
country,  saving  the  Medicare  program. 

My  congressional  district  in  Florida  has  got  the  largest  number 
of  senior  citizens,  so  I  am  concerned  for  so  many  people  down 
there.  But  also  it  has  the  biggest  employer  in  my  district.  It  is  an 
economic  issue  to  me  as  we  address  it  also.  So  I  have  got  to  look 
at  it  from  both  perspectives. 

Using  your  experience  so  far,  a  couple  of  the  people  have  ap- 
proached areas,  people  have  addressed  the  solution  to  the  Medicare 
problem,  for  example,  AARP  and  President  Clinton  in  his  plan  last 
year  said,  well,  you  can^t  address  Medicare  unless  you  take  care  of 
the  entire  health  care  system.  That  was  rejected  last  year  with  the 
Clinton  care  plan.  But  we  have  got  to  address  the  total  costs. 

Can  we  address  Medicare,  in  your  opinion,  separate  from  trying 
to  take  care  of  your  health  care  needs  and  everything  else?  And 
what  would  you  recommend  from  your  experience  how  we  go  about 
specifically  appljdng  some  of  those  same  techniques?  Give  me  some 
more  illustrations.  I  know  it  is  repetitive,  but  each  time  you  say 
something,  I  get  little  better  ideas  on  what  direction  we  would  go. 
So  what  is  your  opinion  about  your  idea  that  we  have  to  national- 
ize the  whole  issue  versus  just  the  Medicare?  And  what  are  some 
specifics  that  you  can  give  us  on  how  you  would  recommend  us  pro- 
ceeding to  go  to  the  Medicare  issue? 

Mr.  Edwards.  I  have  to  say  right  up  front  I  am  not  a  Medicare 
expert.  OK?  So  all  I  am  trying  to  do  is  use  our  experience  in  the 
context  of  my  observations  around  Medicare. 

One  of  the  interesting  phenomenons  is  the  number  of  managed 
care  organizations  that  appear  to  be  jumping  on  the  Medicare  risk 
contracts.  My  perception  is  that  as  late  as  last  year  there  was  sin- 
gle-digit participation  in  those  programs.  And  yet  as  we  look  into 
this  year  and  next  year,  the  numbers  I  am  seeing  are  an  explosion 
of  managed  care  arrangements  coming  in. 

You  have  to  ask  yourself  the  question  why.  At  least  I  would.  And 
in  my  view,  based  on  the  ones  that  we  have  worked  with  thus  far, 
at  least  part  of  the  reason  is  because  the  providers  recognize  that 
for  a  5-percent  discount  against  what  is  otherwise  happening  in 
that  marketplace,  with  the  right  incentives  they  can  manage  care 
at  a  higher  level  of  quality  at  much  better  cost. 

In  fact,  many  of  these  Medicare  risk  arrangements  that  we  are 
finding  coming  on  stream,  at  least  that  we  are  working  with,  are 
offering  much  better  benefits  than  Medicare  offers,  including  pre- 
scription drugs,  for  instance,  and  still  only  receiving  95  percent  of 
what  is  otherwise  the  cost  in  the  area.  So  you  have  to  ask,  well, 
why  is  that,  and  what  is  driving  it? 

They  recognize  how  much  waste  there  is  in  the  system  and  what 
they  can  do  by  better  managing  the  care  at  a  higher  quality  level 
and  still  making  money  at  it.  So  the  incentives  are  already  there 
for  the  provider  community,  in  my  view,  to  aggressively  move  into 
managed  care  for  the  Medicare  population. 

Mr.  Levine.  I  think  what  you  can  benefit  from  in  terms  of  Medi- 
care implementation  of  managed  care  in  areas  is  the  spillover  effect 
and  the  fact  that  you  have  such  a  large  population  going  into  Medi- 
care and  becoming  eligible  for  it  in  the  years  to  come.  As  you  see 
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the  managed  care  networks  and  the  different  providers  buying  into 
it,  offering  competitive  and  more  efficient  benefits,  the  spillover  of 
the  savings  and  the  quality  of  care  improvements  will  be  nation- 
wide. I  think  you  can  take  some  pride  in  that  the  system  will  be 
benefited. 

Now,  will  it  fix  the  nationwide  problem  on  a  uniform  basis?  I  am 
also  not  a  Medicare  expert,  so  I  won't  say  one  way  or  another.  I 
would  even  hesitate  to  guess.  But  I  think  the  spillover  effect,  the 
efficiencies,  the  competitive  bidding,  are  something  to  really  look 
forward  to  in  the  system. 

Ms.  Nelson.  I  really  think  the  focus  can  be  on  Medicare,  on  that 
population,  and  moving  that  population  and  to  financially  incent 
that  population  into  seeking  some  alternatives  in  the  managed  care 
arena.  I  think  key  with  that,  though,  is  an  awareness  that  quality 
and  information  about  those  systems  are  going  to  be  especially  im- 
portant in  helping  provide  a  comfort  level  to  those  individuals  who 
are  seeking  care  differently  than  they  are  today. 

Really,  today  they  have  no  information,  although  they  don't  think 
about  that.  Their  information  comes  from  a  neighbor;  their  infor- 
mation comes  from  a  family  member.  They  really  don't  have  infor- 
mation about  quality.  And  when  you  talk  to  physicians,  they  kind 
of  talk  about  quality  in  terms  of  their  experience  and  where  they 
graduated  from  school,  really  not  in  the  terms  that  we  in  our  busi- 
ness talk  about  quality  management. 

So  I  really  think  that  key  to  making  this  successful  is  an  aware- 
ness that  information  should  be  a  requirement  and  quality  stand- 
ards should  be  a  requirement  in  this  process. 

Mr.  Tarre.  I  would  add  on  that  point,  the  examples  that  we 
went  through  today  are  examples  of  companies  that  have  helped  to 
fix  the  problem  without  a  total  change  to  the  system.  So  on  your 
point,  can  you  change  Medicare  without  totally  changing  the  sys- 
tem, I  think  these  are  examples  that  suggest  you  can. 

The  other  point  is  I  think  you  must.  I  think  you  can,  but  you 
have  to  because  these  charts — I  mean,  that  chart  on  the  trust  fund, 
that  could  have  a  very  negative  effect  on  us  as  well,  because  if  you 
don't  fix  the  Medicare  situation,  it  will  come  right  back  at  those 
who  are  voluntarily  paying  for  care  and  increase  our  costs.  So  I 
agree  with  the  other  panelists  on  utilizing  these  methods,  and 
there  are  good  opportunities  to  help  fix  the  system. 

Mr.  Miller.  Thank  you. 

Chairman  Kasich.  Thank  you. 

Mr.  Stenholm. 

Mr.  Stenholm.  I  noted  in  each  of  your  testimonies  that  you  rec- 
ognize the  difficulties  of  fee-for-service  and  you  moved  more  to  get- 
ting away  from  a  third-party-pay  syndrome  in  which  you  had  a 
shared  responsibility.  You  educated  your  employees  as  to  the  neces- 
sity for  making  reductions.  You  brought  them  in  at  the  ground 
floor.  That  is  what  made  you  successful  to  this  point. 

I  am  curious.  What  is  the  employee's  responsibility  in  each  of  the 
plans  that  you  offer  them  now?  What  percent  of  what? 

Ms.  Nelson.  In  our  situation,  we  have  a  cost-share  ratio,  and  we 
look  at  total  costs.  TI  bears  70  percent  of  the  cost,  and  our  employ- 
ees bear  30  percent  of  the  costs,  and  we  have  managed  that  cost 
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ratio  over  the  last  8  years.  So  as  costs  have  gone  up  for  us,  costs 

will  go  up  for  our  employees. 

Mr.  Stenholm.  What  is  the  30  percent  in  dollars  

Ms.  Nelson.  That  is  premiums,  deductibles,  and  copayments. 
Mr.  Stenholm.  But  the  employee,  what  does  he  or  she  pay  each 

year? 

Ms.  Nelson.  The  deductible  is  $225,  and  their  out-of-pocket  max- 
imum is  $1,750.  So  you  would  double  that  for  a  family.  And  they 
have  an  option  in  our  plan.  Our  plan  is  open  so  they  can  choose 
to  select  either  in  the  network  or  out  of  the  network  when  they 
need  care.  It  is  an  open  program,  and  as  they  need  care,  they  can 
select  into  it. 

Mr.  Stenholm.  Have  any  of  you  used  a  higher  deductible  or  are 
you  using  a  higher  deductible  or  lower  deductible? 

Mr.  Edwards.  We  have  a  $300  deductible.  Ours  is  what  we  call 
an  80/20.  We  like  to  pay  80  percent  of  the  aggregate  charges. 

Mr.  Stenholm.  What  is  the  aggregate  charge  of  both  of  you  to — 
80  percent  of  what? 

Mr.  Edwards.  The  total  health  bill  for  our  whole  population. 

Mr.  Stenholm.  What  does  your  employee — ^what  does  20  percent 
of  what  equal  to  the  employee's  share  of  the  cost  this  year? 

Mr.  Edwards.  The  maximum  for  any  given  employee  for  us  is 
$1,500. 

Mr.  Stenholm.  That  is  $1,500? 
Mr.  Edwards.  Right. 

Mr.  Stenholm.  Is  that  in  the  ballpark  with  the  others? 

Mr.  Tarre.  That  is  in  the  ballpark.  I  would  add  that  by  giving 
some  choice,  employees  who  are  within  an  HMO  environment  can 
have  no  deductible  and  a  very  minimal  amount  of  cost  sharing.  So 
that  is  part  of  the  different  options  that  they  would  have.  They  can 
also  elect  a  plan  that  might  be  a  slightly  higher  deductible  with 
more  out-of-pocket.  So  it  varies. 

Mr.  Stenholm.  Would  you  go  a  little  further  on  Mr.  Sabo's  ques- 
tion a  moment  ago?  You  are  not  Medicare  experts,  but  you  are  be- 
ginning to  have  some  experience  with  your  Medicare  employees. 
How  does  it  currently  compare  with  a  retired  employee,  their  out- 
of-pocket  costs,  versus  an  employee  who  is  actively  working  for 
you? 

Mr.  Edwards.  Our  out-of-pocket  for  a  retiree  is  the  same,  $1,500 
for  the  retiree  and  another  $1,500  for  the  family.  So  $3,000  total 
for  a  family. 

Ms.  Nelson.  Our  under-65  retirees  are  part  of  our  managed  care 
system,  so  they  remain  in  the  same  benefit  plan  as  the  active  em- 
ployees. The  over-65  group  certainly  are  Medicare  primary  and  can 
take  advantage  of  our  network  system,  and  they  do. 

Mr.  Tarre.  In  our  case,  our  retirees  actually  have  a  slightly 
lower  total  out-of-pocket  because  we  are  not  charging  them  a  pre- 
mium at  this  point.  And  so  that  works  out  to  their  advantage  at 
this  point  in  time. 

Mr.  Stenholm.  Do  you  sense  is  there  a  difference  between  your 
active  employees  in  their  sense  that  they  are  actually  paying  for 
the  services  received  and  the  quality  versus  the  retired  in  the  way 
you  describe  your  plans?  I  am  asking  the  question  from  this  past 
perception  that  for  years  if  insurance  paid  for  it,  it  was  free;  if  the 
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government  paid  for  it,  it  was  free;  and  we  moved  from — you  know, 
there  was  a  third-party-pay  syndrome,  and  now  you  have  moved 
away  back  to  understanding  that  when  you  get  something,  it  is  not 
free;  there  is  a  cost.  Insurance  has  never  been  free.  The  premiums 
are  going  up. 

I  guess  from  our  perspective,  as  we  look  at  Medicare^Nledicaid 
and  the  education  of  that  population,  do  you  sense  in  your  own 
companies  that  there  is  a  difference  yet  in  the  perception  between 
the  retired  and  the  active  employee? 

Mr.  Edwaeds,  I  would  like  to  address  that  first  from  the  em- 
ployee standpoint  and  then  from  the  retiree  standpoint.  Your  obser- 
vation is  one  reason  why  we  elected  to  have  a  noncontributor>-,  how 
to  pay,  for  instance,  no  premium  coming  from  payroll  deduction  for 
our  employees,  because  we  found  that  when  people  paid  through  a 
premium,  it  incents  them  to  use  the  system  because  "I  have  to  at 
least  get  back  what  I  put  into  it."  It  is  like  automobile  insurance 
or  whatever. 

So  if  you  can  instead  say  if  you  don't  use  the  system,  you  don't 
pay  an>l:hing,  but  if  you  use  the  system,  we  want  you  to  use  it 
wisely,  have  some  form  of  a  copa^mient,  SlO,  S15,  whatever  you 
want,  or  somie  form  of  a  deductible  up  front,  and  that  at  least 
causes  the  person  to  think  twice  as  they  go  into  the  system. 

We  began  that  with  our  employees  back  in  the  1980's.  We  didn't 
do  it  with  our  retirees  until  recently.  It  makes  a  difference  in  how 
people  engage  the  system. 

Mr.  Le^tnte.  We  offer  medical  coverage  to  early  retirees,  and  we 
have  really  not  seen  a  difference.  Employees  and  retirees  have  to 
pay  a  contribution  each  month,  and  they  also  have  to  pay  copays 
if  they  use  the  point-of-service  or  the  total  managed  care  program. 
We  have  a  very  young  population,  We  are  a  company  about  40 
years  old,  started  in  1955,  and  we  don't  have  a  big  employee  base 
of  retirees  to  look  at  at  the  moment.  But  our  narrow  experience  in- 
dicates that  they  use  the  plan  as  effectively  as  the  active  popu- 
lation. 

Mr.  Tarre.  We  have  found  that  your  point  is  a  good  one  because 
periodically  we  run  into  that  problem  where  employees  and  the  re- 
tirees will  forget  that  the  company  is  really  paying  for  this,  it  is 
not  just  insurance.  So  we  periodically  will  have  to  go  out  with  a 
communication  on  that.  We  have  a  retiree  newsletter  where  we  can 
emphasize  those  points.  And  I  think  at  this  point  our  retirees  prob- 
ably expect  a  little  bit  more,  that  this  is  coming  as  automatic  and 
from,  insurance  as  opposed  to  an  understanding  of  the  day-to-day 
issues  of  running  the  business.  So  I  think  there  is  m^ore  of  a  chal- 
lenge there,  but  we  have  been  addressing  it  through  communica- 
tions programs. 

Ms.  Nelson.  One  of  the  principles  that  we  design  our  plans 
under  is  the  principle  of  cost  share.  We  do  not  have  a  program  in 
which  employees  don't  share  a  part  of  the  cost  until  they  reach  a 
maximum  out-of-pocket,  so  that  is  in  place  for  our  retirees  as  well 
as  our  actives. 

Clearly,  there  is  a  different  value.  The  retirees  really  value  that 
benefit  because  they  are  high  users  of  the  system.  So  they  value 
the  fact  that  they  have  this  coverage.  For  a  2o-year-old  engineer 
who  rarely  visits  or  has  need  of  medical  services,  he  or  she  really 
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doesn't  perceive  yet  the  value  of  that  health  care.  So  there  is  a  real 
difference  in  the  populations,  I  think,  but  I  think  your  point  is  well 
taken. 

Chairman  Kasich.  The  gentleman  from  Michigan,  Mr.  Smith. 
Mr.  Smith  of  Michigan.  Mr.  Chairman,  thanks. 
I  am  assuming  you  are  all  self-insured  and  you  are  all  lower 
than  what  you  could  buy  it  for  in  the  private  market. 
Mr.  Edwards.  Not  true. 

Mr.  Smith  of  Michigan.  Not  true?  David,  Mr.  Edwards,  why? 

Mr.  Edwards.  We  are  self-insured  outside  of  Rochester,  but  in 
Rochester  we  cover — probably  two-thirds  to  70  percent  of  all  of  our 
covered  lives  are  in  Rochester,  and  our  programs  there  are  all  com- 
munity rated. 

Mr.  Smith  of  Michigan.  And  what  is  the  difference  in  cost  be- 
tween where  you  are  self-insured  and  where  you  are  not? 

Mr.  Edwards.  Well,  the  average,  if  you  just  look  at  averages,  av- 
erage outside  Rochester  versus  average  inside  Rochester,  it  is  about 
a  third  higher  outside  than  inside.  That  has  a  lot  to  say  about  what 
Rochester  and  New  York  has  done  as  opposed  to  what  is  going  on 
elsewhere. 

Mr.  Smith  of  Michigan.  Give  me  a  ballpark  of  what  we  are  talk- 
ing about  on  the  average  cost  per  worker,  per  capita.  What  is  your 
average  annual  cost  per  capita  for  medical  as  opposed  to  mental 
health,  maybe? 

Mr.  Edwards.  Just  our  per  capita  cost? 

Mr.  Smith  of  Michigan.  Yes. 

Mr.  Edwards.  Ours  is  running  about  $2,400  a  year. 

Mr.  Smith  of  Michigan.  And  how  does  that  compare  across  the 
other  companies? 

Ms.  Nelson.  Ours  is  running  $2,600  per  employee,  but  that  in- 
cludes our  retiree  and  mental  health  costs.  I  don't  have  that  broken 
out  for  you. 

Mr.  Smith  of  Michigan.  So  that  is  the  ballpark? 

Mr.  Tarre.  On  per  covered  life,  we  break  out  on  per  covered  life 
at  about  $1,400,  and  on  a  full  family — ^because  it  depends  how 
many  family  members — we  are  a  little  over  $3,000. 

Mr.  Smith  of  Michigan.  Do  any  of  you  charge  a  different  rate 
based  on  the  size  of  the  family?  Or  if  it  is  family  coverage,  is  it  one 
fixed  cost? 

Mr.  Tarre.  Ours  is  single,  two-person,  and  family. 
Mr.  Edwards.  And  ours  is  a  single  employee  plus  one  and  a  fam- 
ily rate. 

Ms.  Nelson.  That  is  how  we  are. 

Mr.  Smith  of  Michigan.  Let  me  get  back  to  Medicare.  Does 
Medicare  subsidize  part  of  the  cost  of  your  retirees? 
Ms.  Nelson.  For  the  over-65  group. 

Mr.  Edwards.  Medicare  is  primary  for  all  of  our  Medicare-eligi- 
ble. 

Mr.  Smith  of  Michigan.  What  if  we  were  to  stop  that?  What  if 
we  were  to  say  that  other  taxpayers  shouldn't  subsidize  the  medi- 
cal for  retired — the  cost  of  your  retirees? 

Ms.  Nelson.  It  would  be  a  considerable  impact,  when  you  think 
about  our  FAS  106  forecast,  it  would  be  a  considerable  impact  on 
our  bottom  line. 
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To  give  you  a  sense  about  that  and  what  that  cost  difference  is, 
if  we  are  spending  about  $2,000  annually  on  an  active  TI  employee 
and  their  family,  so  about  $2,000  annually,  we  would  be  spending 
about  $5,000  annually  on  the  under-65  retiree  and  their  depend- 
ents. And  it  would  suggest  to  me  that  we  would  look  at  even  a 
higher  cost  per  year  for  the  over-65. 

Mr.  Smith  of  Michigan.  So  can  we  say  to  some  extent  that  the 
increasing  cost  in  Medicare  probably  to  some  extent  has  lowered 
your  cost  of  those  retirees? 

Mr.  Tarre.  We  haven't  looked  upon  Medicare  as  subsidizing  our 
plans,  but  

Mr.  Smith  of  Michigan.  Well,  start  looking  at  it. 

Mr.  Tarre  [continuing].  Rather,  that  we  are  maybe  subsidizing 
Medicare,  because  not  every  employer  provides  medical  coverage 
for  their  retirees. 

Mr.  Smith  of  Michigan.  Well,  that  is  a  good  point.  ' 

Mr.  Tarre.  And  we  are  spending  over  $300  million  a  year  on 
that. 

Mr.  Smith  of  Michigan.  I  don't  know,  but  I  am  assuming  Kodak 
is  the  oldest  company.  What  is  your  ratio  of  retirees  to  workers? 
Mr.  Edwards.  We  are  quickly  approaching  1  to  1. 
Mr.  Smith  of  Michigan.  And  everybody  else  is  less,  I  assume. 
Mr.  Tarre.  We  are  approaching  1  to  1. 

Mr.  Smith  of  Michigan.  And  so  that  is  when  it  becomes — so 
that  is  becoming — as  soon  as  we  create  the  way  for  people  to  live 
to  be  110,  that  is  going  to  compound  your  problems,  I  presume. 

Mr.  Edwards.  Well,  global  competition  is  what  is  compounding 
the  problem  as  much  as  anything.  But  in  answer  specifically  to 
your  question  about  what  would  happen,  I  think  you  would  find  a 
lot  of  companies  who  currently  provide  secondary  coverage  simply 
dropping  it.  They  would  just  get  out  of  the  retiree  health  care  busi- 
ness. 

Mr.  Smith  of  Michigan.  And  the  other  problem,  of  course,  that 
we  are  faced  with  is  the  tremendous  unfairness  of  the  way  we  tax 
medical  benefits.  And  so  most  often  the  people  that  need  it  most 
that  don't  have  it  provided  by  either  their  employer  or  government, 
have  to  use  after-tax  dollars  to  pay  for  that  health  care.  And,  of 
course,  those  employers  that  provide  it  as  a  part  of  their  fringe 
benefit  package  don't. 

Do  any  of  you  have  any  solutions  on  how  to  make  that  more  eq- 
uitable? I  found  out  why  we  didn't  do  it  federally.  I  think  it  would 
cost  about  $9  billion  if  we  were  to  extend  the  same  advantages  we 
give  to  those  that  have  it  provided  by  their  employer  to  other  par- 
ties. 

I  think  that  means  the  red  light  is  on.  Thank  you  very  much. 
Chairman  Kasich.  The  gentle  lady  from  New  York,  Mrs.  Slaugh- 
ter. 

Ms.  Slaughter.  Thank  you,  Mr.  Chairman. 

David,  good  morning,  and  it  is  nice  to  see  the  rest  of  the  panel. 
I  am  delighted  to  have  you  here  this  morning.  I  have  gotten  around 
this  town:  "Here  she  comes  again,  she  is  going  to  talk  about  Roch- 
ester health  care." 

Last  year,  David  was  very  helpful  to  me.  We  had  a  committee 
that  went  over  the  Clinton  health  plan,  and  we  finally  ended  up, 
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as  the  debate  got  so  ridiculous,  with  an  amendment  to  leave  us 
alone.  Rochester  really  does  do  it  right,  and  if  the  rest  of  you  will 
excuse  me,  I  want  to  concentrate  with  David  on  what  Rochester 
does. 

The  difference  for  Kodak  and  what  they  did  in  Rochester  was 
that  they  didn't  do  this  only  for  their  employees.  This  was  done  for 
the  whole  community,  and  covers  four  counties.  And  Kodak  decided 
early,  along  with  other  local  businesses,  that  everybody  that  lived 
and  worked  in  that  community  was  going  to  be  rated  as  though 
they  worked  for  Kodak. 

Consequently,  our  rates  are  one-third  less  than  the  national  av- 
erage. We  have  extraordinarily  good  health  care.  We  have  what  we 
call  managed  competition.  We  have  nine  hospitals  that  cooperate 
with  each  other,  specialize  in  various  areas  of  health  care.  If  doc- 
tors want  to  put  an  MRI  on  every  comer,  they  may  do  so,  but  if 
it  is  more  than  we  need  in  the  community,  it  is  not  going  to  be  cov- 
ered by  insurance. 

We  basically  have  two  insurance  companies  that  have  been  there 
since  the  beginning,  the  40  years  of  community  rating  that  we  have 
had.  We  have  gone  even  beyond  the  Clinton  plan.  I  know  David 
just  mentioned  that  in  Rochester  we  are  looking  to  cover  pharma- 
ceutical costs. 

A  couple  of  years  ago,  we  took  about  1  percent  of  the  premiums 
and  put  it  aside  to  buy  high-technology  machines  as  they  came  on 
the  market  and  to  determine  what  hospitals  should  have  them.  So 
that,  once  again,  we  didn't  have  everybody  buying  ever3rthing  and 
then  having  to  have  patients  all  over  the  place  to  make  them  pay. 

We  have  about  an  85-percent  utilization  of  beds  in  Rochester, 
and  we  are  extraordinarily  proud  of  it.  The  care  is  good.  When  peo- 
ple are  unemployed,  we  have  a  little  plan  that  can  help  to  carry 
them  over.  We  have  a  purely  catastrophic  plan  for  people  who  are 
unemployed  or  employed  at  a  very  low  rate  that  can  simply  cover 
hospitalization  for  their  family. 

We  are  working  all  the  time  on  innovative  new  wayp  t^^rovide 
the  health  care  for  everybody  in  the  area.  Consequently,  we  have 
6  percent  uninsured  in  those  four  counties  and  administrative  costs 
of  about  between  4  and  5  percent,  which  rates  very  much  close,  I 
think,  to  what  Medicare  is. 

David,  I  know  you  were  asked  about  the  cost  of  care  outside  the 
Rochester  area.  Last  year  we  used  the  figure  that  you  had  to  pay 
about  $1,000  more  a  year  for  each  employee  in  Colorado  than  Roch- 
ester. Does  that  still  hold  true? 

Mr.  Edwards.  That  would  be  in  the  ballpark,  yes. 

Ms.  Slaughter.  It  was  my  contention  then  and  it  is  now  that 
we  made  a  big  mistake  here  in  not  paying  more  attention  to  what 
Rochester  was  doing  and  to  try  to  duplicate  it.  I  appreciate  the 
pressures  that  all  of  you  were  under  in  your  business.  There  is  no 
question  about  it,  because  we  are  in  the  same  boat.  But  at  the 
same  time,  I  think  it  is  very  important  that  the  costs  for  you  will 
probably  still  remain  high,  wouldn't  you  say,  as  long  as  this  big 
pool  of  uninsured  people  exists  and  that  the  cost  shifting  goes  on? 
That  was  one  of  the  reasons  why  we  felt  that  the  more  people  we 
had  that  were  insured,  the  fewer  people  we  were  going  to  have  to 
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pay  the  total  costs  for,  because  they  had  no  other  way,  and  that 
cost  was  then  shifted  to  employers. 

Has  that  been  a  problem  to  the  rest  of  you  in  your  business,  pick- 
ing up  the  uninsured  in  your  communities?  Has  that  affected  your 
costs? 

Mr.  Tarre.  Well,  generally,  yes.  There  are  cost  shifts  going  on 
in  the  whole  system,  so  we  would  say  that,  to  the  extent  that  there 
is  uncompensated  care,  there  is  going  to  be  some  of  that  coming 
back  at  us.  We  don't  have  a  specific  measure  of  that,  but  the  sys- 
tem does  allow  for  that  today. 

Ms.  Nelson.  Certainly,  since  we  have  negotiated  rates  and  we 
have  networks,  when  I  look  at  the  difference  between  what  is  billed 
and  what  we  pay  due  to  our  negotiated  rates,  that  delta  there  cer- 
tainly represents  that  cost  shifting  that  is  occurring. 

Mr.  Levine.  I  was  just  going  to  remark  that  what  has  been  done 
in  Rochester  needs  to  be  done  elsewhere. 

Ms.  Slaughter.  Yes. 

Mr.  Levine.  We  are  a  company  that  has  five  people  that  needed 
a  lean-to  in  Montana  together;  their  transportation  for  the  day.  We 
don't  bring  that  type  of  leverage  in  most  of  the  locations  where  we 
are.  We  would  like  some  assistance  on  that. 

Ms.  Slaughter.  Well,  I  honestly  believe  as  we  get  into  this  de- 
bate, we  have  to  really  get  down  to  brass  tack.  Probably  what  hap- 
pened to  us,  I  think,  last  year — I  noticed  the  gentleman  from 
Ryder,  you  mentioned  an  alliance,  that  you  have  an  alliance.  You 
understand,  of  course,  that  is  a  word  we  can  never  use  here  again. 
Like  "liberal,"  that  is  one  that  has  been  taken  completely  out  of  the 
dictionary,  as  far  as  I  know.  But  the  whole  notion  of  alliance  made 
people  foam  at  the  mouth. 

So  we  have  got  to  call  it  something  else,  but  I  think  obviously 
you  were  on  the  right  track,  and  the  same  thing  that  we  do  in 
Rochester,  in  our  area,  is  band  together  to  try  to  get  the  best  care 
at  the  best  cost  for  our  people.  But  my  contention  is,  based  on  what 
we  have  seen  in  Rochester,  that  as  long  as  we  have  in  various 
parts  of  the  country  the  large  number  of  people  who  are  uninsured, 
who  are  causing  the  costs  to  rise  enormously,  we  are  not  going  to 
really  get  a  handle  on  this.  No  matter  what  you  do  in  your  compa- 
nies, that  cost  is  still  going  to  have  to  be  paid  by  the  American  citi- 
zens. 

I  appreciate  what  you  have  done.  I  think  you  have  given  us  some 
wonderful  ideas  and  some  good  suggestions.  But  I  think  as  long  as 
I  live,  I  am  going  to  be  committed  to  the  Rochester  health  care  sys- 
tem and  preach  it  from  one  end  of  the  Capitol  to  the  other,  with 
David's  help,  of  course. 

I  thank  you  all  for  being  here. 

Mr.  KOLBE.  I  will  proceed  with  my  questions  since  I  think  it  is 
my  turn  anyhow  here. 

I  am  fascinated  by  the  discussion  we  have  had.  I,  by  the  way, 
come  from  a  State  that  did  have  and  I  believe  still  does  have  the 
largest  Medicare  population  in  managed  care,  well  over  3  times  the 
national  average.  There  are  a  lot  of  reasons  for  that  which  we  could 
go  into,  but  they  are  not  relevant  here  this  morning.  But  I  am  find- 
ing this  very,  very  interesting.  I  have  some  questions  I  would  like 
to  ask. 
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There  were  some  questions  raised,  I  think  by  Mr.  Smith,  about 
the  supplemental,  the  cost  for  your  Medicare-eligible  population  of 
retirees.  Can  you  give  me  a  rough  differential,  any  or  all  of  you, 
just  very  quickly  here,  the  difference  between  a  retiree  at  age  64, 
what  your  cost  of  that  is,  and  a  retiree  age  65  when  they  are  Medi- 
care-eligible and  Medicare  becomes  the  primary  coverage? 

Ms.  Nelson.  For  TI  it  is  $5,000  for  the  64-year-old  and  about 
$1,100  for  the  65-year-old. 

Mr.  KOLBE.  The  rest  would  be  roughly  in  that  neighborhood? 

Mr.  Tarre.  That  is  close. 

Mr.  KOLBE.  Close  enough.  So  a  huge  reduction  when  the  retiree 
becomes  Medicare-eligible.  OK. 

Mr.  Tarre.  I  said  close.  Actually,  we  pay  a  higher  amount  than 
that  for  our  over-65  because  we  provide  a  supplement  to  the  Medi- 
care B  premium  and  also  fill  in  the  hospital  A  deductible.  So  our 
costs  are  over  $2,000  for  the  over-65  population. 

Mr.  Edwards.  Ours  would  be  more  like  IBM's.  The  differential 
probably  is  around  40  percent,  40  to  50  percent,  rather  than  the 
80-percent  differential. 

Mr.  KoLBE.  I  think  it  was  your  comment,  Mr.  Edwards,  that  sug- 
gested as  this  population  lives  longer  and  this  becomes  a  bigger 
problem,  companies  will  consider  dropping  their  secondary  cov- 
erage. Is  that  under  active  consideration  in  any  of  your  companies 
now? 

Mr.  Edwards.  My  comment  was  in  relation  to  the  question  of 
what  if  Medicare  was  no  longer  primary.  It  was  not  responding  to 
a  question  of  what  happens  if  the  cost  just  continues  to  escalate. 

Mr.  KOLBE.  The  issue  then  of  your  retiree  population  living 
longer  and  longer,  even  though  it  is  secondary,  your  coverage  is 
secondary,  that  the  costs  run  longer,  it  is  not  a  factor  for  you — it 
is  not  under  active  consideration  to  drop  your  secondary  coverage? 

Mr.  Edwards.  We  aren't. 

Mr.  KOLBE.  You  are? 

Mr.  Edwards.  We  are  not  giving  any  consideration  to  removing 
that. 

Mr.  KoLBE.  Is  that  a  factor  for  anybody  else? 
Ms.  Nelson.  Nor  are  we. 

Mr.  KoLBE.  To  what  extent  do  you  think  we  are  really  controlling 
costs?  Or  are  you  engaged  in  the  same  thing  that  we  keep  hearing 
about  the  Federal  Government  could  be  engaged  in  with  Medicare 
and  Medicaid  populations  of  cost  shifting?  To  the  extent  that  you 
are  able  as  a  large  purchaser  of  health  care  to  control  these  costs 
and  to  force  hospitals  and  doctor  groups  and  pharmacies — I  was  in- 
terested in  the  pharmaceutical  issue — force  them  to  bring  down 
their  costs,  to  what  extent  are  we  shifting  this  to  the  poor  little  guy 
out  here  who  is  self-employed  and  tries  to  go  out  and  buy  his  own 
indemnity  policy  and  leaving  them  as  the  only  population  which 
has  no  ability  to  control  the  costs? 

Mr.  Edwards.  I  think  there  is  value  in  critical  mass  in  terms  of 
the  ability  to  purchase.  I  don't  think  there  is  any  question  about 
that.  And  a  lot  of  the  discussion  about  how  to  facilitate  that  for  a 
small  group  of  folks  is  an  important  discussion  that  is  going  on. 

I  would  just  like  to  use  an  example,  though,  of  a  Medicare-eligi- 
ble person  to  describe  the  kind  of  positive  thing  that  can  go  on  in 
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more  effectively  managing  care.  We  have  a  relationship  with  the 
John  Deere  family  hesdth  plan.  One  of  their  Medicare-eligible  peo- 
ple was  getting  care  primarily  through  Medicare  in  a  fee-for-service 
environment,  was  67,  68  years  old,  health  going  downhill  fast, 
couldn't  figure  out  why.  Instead,  enrolled  in  this  family  health  plan 
under  the  care  of,  in  effect,  one  primary  care  physician.  And  what 
they  found  out  with  her  was  that  she  was  getting  four — she  was 
on  six  medications,  only  four  of  which  were  prescribed  by  three  dif- 
ferent physicians,  none  of  which  of  the  other  physicians  knew  what 
was  being  prescribed.  The  other  two  prescriptions  she  got  from 
friends. 

When  they  looked  at  her  care  and  found  what  was  going  on,  the 
contraindications  going  on  within  the  prescriptions,  and  got  her 
settled  down  to  only  two  prescriptions,  the  vibrancy  returned  to  her 
health;  the  cost  of  her  health  care  went  down  dramatically. 

It  is  just  an  indication  of  what  can  happen  in  an  efficient,  well- 
coordinated  environment.  And  that  is  the  kind  of  thing,  the  effi- 
ciency, that  will  result  from  good-quality  managed  care  arrange- 
ments. 

Mr.  Levine.  I  think  it  is  not  only  the  efficiency,  but  you  have 
heard  echoed  today  communication,  but  communication  of  what?  It 
is  communication  of  quality  information  so  that  every  consumer, 
large,  small  employers,  individuals  alike,  have  information  that 
they  can  use  to  choose  providers,  to  choose  what  they  want  in  their 
neighborhood  in  terms  of  outcomes,  in  terms  of  quality,  in  terms 
of  cost.  I  think  that  the  system,  once  it  does  that,  will  be  very,  very 
friendly  to  the  user,  and  you  will  see  a  large  benefit  to  the  small 
person  you  are  talking  to,  the  small  employer,  and  the  large  em- 
ployer. I  think  communication  of  outcomes  is  important. 

Mr.  Tarre.  And  I  think  that  we  really  are  dealing  with  systemic 
cost  control  and  not  just  shifting  of  costs.  A  couple  of  examples:  In 
the  catastrophic  care  program  that  we  offer,  the  design  there  is  to 
come  up  with  alternatives  like  home  health  care  as  opposed  to  hos- 
pitalization care.  This  doesn't  shift  costs  to  anybody;  it  just  pro- 
vides a  better  way  of  delivering  high-quality  care. 

Also,  in  the  psychiatric  area,  we  used  to  pay  only  for  acute  inpa- 
tient hospitalization,  and  we  have  found  that  there  are  many  cases 
where  someone  can  use  a  residential  treatment  center.  The  basic 
cost  of  that  is  hundreds  of  dollars  less  per  day,  and  it  delivers  the 
kind  of  care  somebody  needs. 

So  really,  through  a  systemic  approach  here,  we  have  a  great  op- 
portunity to  really  save  money  for  this  system  and  not  create  a 
problem  for  those  in  other  categories. 

Mr.  KOLBE.  If  Mr.  Pomeroy  will  indulge  me  in  one  last  question. 
Mr.  Levine,  you  said,  I  think,  that  you  had  dropped  any  kind  of  in- 
demnity plan  for  Ryder.  Is  that  right? 

Mr.  Leveste.  We  have  about  19  percent  of  the  people  still  in  in- 
demnity. 

Mr.  KoLBE.  Oh,  you  do.  Do  others  of  you  all  still  have  an  indem- 
nity option?  My  question  is:  Is  the  biggest  single  factor  in  encour- 
aging people  to  go  into  an  HMO  or  a  managed  competition  kind  of 
approach,  is  it  the  premium  differential? 
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Mr.  Edwards.  I  think  that  is  a  critical  element  when  someone 
starts  to  consider  how  much  am  I  going  to  have  to  pay  for  my 
health  care. 

Mr.  KOLBE.  Right. 

Mr.  Edwards.  But  I  think  there  are  clearly  other  factors.  The 
measures  we  use  indicate  a  higher  level  of  satisfaction  from  all  of 
our  folks  who  are  in  the  managed  care  arrangements  that  we  offer 
than  for  those  who  are  in  the  

Mr.  KoLBE.  So  you  are  not  sure  it  is  the  critical  factor?  The  cost, 
you  are  not  sure  that  is  the  critical  factor.  Would  the  others  agree? 

Mr.  Edwards.  That  level  of  satisfaction  is  without  regard  to 
whether  they  pay  something  for  the  more  expensive  arrangement 
or  don't  pay  for  it. 

Mr.  KoLBE.  OK. 

Mr.  Tarre.  I  would  just  hold  up  the  decision  guide  that  we  pro- 
vide to  our  employees,  and  this  is  a  key  element  of  helping  them 
decide  that  there  is  real  value  in  alternatives  than  just  the  indem- 
nity plan.  So  it  is  not  just  the  premium  differential. 

Ms.  Nelson.  Clearly,  financial  incentive  is  key  and  critical  to 
making  any  kind  of  managed  care  system  work.  We  have  seen  that 
demonstrated  over  the  last  8  years. 

Mr.  KOLBE.  Thank  you. 

Mr.  Pomeroy. 

Mr.  Pomeroy.  Thank  you,  Mr.  Chairman. 

I  am  the  only  former  insurance  commissioner  in  Congress,  which 
goes  to  show  you  what  a  political  stepping  stone  that  office  can  be. 
[Laughter.] 

In  connection  with  the  8  years  I  spent  regulating  insurance,  fo- 
cusing on  a  period  of  time,  1985  through  1992,  when  health  care 
costs  clearly  went  crazy,  the  work  of  your  particular  companies  was 
known  to  me  and,  in  fact,  reflects  your  national  leadership  on  the 
important  issue  of  cost  containment.  I  commend  each  of  you  for  the 
good  work  of  your  organizations  and  you  personally  in  contributing 
to  that  good  work. 

As  I  would  look  at  actuarial  data,  different  age  cohorts  perform 
differently,  and  the  only  thing  I  would  like  perhaps  to  add  by  way 
of  an  asterisk  to  your  testimony  this  morning  is  that  when  we  look 
at  an  isolated  Medicare  population,  some  of  the  response  possible 
out  of  managed  care  systems  will  be  impacted  differently  than  a 
younger  population.  As  a  general  precept,  would  you  accept  that? 

Mr.  Edwards.  The  end  of  life  is  a  critical  dimension  in  health 
care  costs,  and  how  that  is  managed  is  critically  important  to  the 
overall  cost  equation  and  the  quality  of  life  at  the  end  of  life.  So 
if  that  is  the  kind  of  dimension  you  are  making  reference  to,  I 
would  

Mr.  Pomeroy.  Specifically,  older,  sicker  people  offer  less  poten- 
tial savings  through  managed  care  than  a  younger,  healthier  popu- 
lation as  a  very  general  matter. 

Mr.  Edwards.  I  would  say  it  offers  more. 

Ms.  Nelson.  I  would  say  there  is  more  opportunity. 

Mr.  Pomeroy.  Is  that  right?  Because  they  are  the  heavier  uti- 
lizers so  you  get  them  into  more  appropriate  utilization  patterns? 

Ms.  Nelson.  More  appropriate  settings  for  the  service,  certainly 
helping  with  managing,  and  I  think  it  was  pointed  out  that  pre- 
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scription  drug  management  is  one  of  the  keys  to  helping  at  that 
age  level. 

Negotiated  rates  for  things  like  cardiac  bypass.  We  are  spending 
about  50  percent  less  lower  than  the  national  average  for  tnat  pro- 
cedure based  on  our  negotiated  rates.  So  it  would  suggest  to  me 
that  those  kinds  of  savings  could  be  certainly  attributable  to  man- 
aged care. 

Mr.  POMEROY.  Do  you  have  breakout  data  within  your  experience 
that  tracks  the  utilization  savings  on  your  retiree  groups  specifi- 
cally? 

Ms.  Nelson.  Yes. 

Mr.  PoMEROY.  And  that  bears  out  what  you  are  saying,  that  you 
have  been  able  to  gain  savings  at  least  as  substantial  as  the  rest 
of  your  population? 

Ms.  Nelson.  Absolutely.  In  fact,  for  the  chronically  ill,  more  so 
than  for  the  actively  well. 

Mr.  Edwards.  There  are  a  couple  of  good  examples  if  you  wanted 
to  pursue  them  further. 

Mr.  POMEROY.  Yes. 

Mr.  Edwards.  Bank  of  America  has  had  for  several  years  a  pro- 
gram working  very  closely  in  coordinating  the  care  of  older-age  re- 
tirees, and  at  least  the  statistics  I  have  seen  can  demonstrate  sig- 
nificant savings  as  contrasted  with  what  is  going  on  in  the  fee-for- 
service  environment. 

The  other  one  I  would  encourage  you  to  look  at  is  the  On  Loc 
experience  in  San  Francisco,  and  there  are  a  couple  of  replicas  of 
that  going  on.  We  have  one  in  Rochester  that  works  specifically 
with  the  frail  elderly,  and  significant  demonstrations  about  im- 
provements in  the  quality  of  life  and  dramatic  reductions  in  the 
cost  of  care  associated  with  them. 

Mr.  Tarre.  And  just  another  statistic.  Studies  show  that  roughly 
60  percent  of  your  lifetime  medical  expenses  are  spent  in  the  last 
6  months  of  life,  so  there  is  great  opportunity  for  efficiency  there 
without  compromising  on  quality,  in  fact  perhaps  improving  it,  the 
kind  of  quality  that  is  delivered. 

Mr.  POMEROY.  Have  you  been  able  to  achieve  the  savings  without 
a  substantial  level  of  discontent  among  your  retiree  population? 
How  have  they  accepted  the  notion  of  managed  care  and  reduced 
choice? 

Mr.  Edwards.  I  would  have  to  say  it  is  a  mixed  reaction.  The 
more  choice  we  offer  and  the  more  time  for  transition,  the  better 
the  response.  But  as  people  see  that  they  can,  in  fact,  improve  the 
level  of  satisfaction,  as  their  friends  talk,  we  have  seen  significant 
improvements  in  the  migration  of  folks.  That  is  why  I  was  suggest- 
ing earlier  that  choice  and  time  to  transition,  if  you  have  got  it  to 
use,  will  be  important  as  you  move  from  one  program  in  Medicare 
to  another. 

Mr.  Shadegg.  The  gentleman's  time  has  expired. 
Mr.  PoMEROY.  Thank  you. 

Mr.  Shadegg.  Let  me  follow  up,  however,  on  his  last  question  for 
any  of  the  rest  of  you.  What  have  you  seen  that  have  been  the  most 
productive  ways  of  encouraging  or  enticing  people  out  of  fee-for- 
service  and  into  HMO?  And  in  what  ways  have  you  been  able  to 
allay  their  concerns  or  to  motivate  them  to  move  in  that  direction? 
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Ms.  Nelson.  Let  me  just  say  this:  Only  8  percent  of  our  popu- 
lation is  in  an  HMO.  We  really  have  developed  a  network  system 
for  our  employees,  so  it  is  more  open,  far  more  choice  than  the 
closed  system.  But,  clearly,  it  is  financial  incentives,  and  I  think 
that  is  critical  to  making  any  design  work. 

Mr.  Levine.  I  would  say  clearly  I  agree  the  financial  incentive 
gets  them  thinking  about  it,  and  then  what  I  held  up  a  moment 
ago,  we  have  done  a  lot  of  publications,  a  decision  guide  which  lays 
out  the  different  alternatives  and  what  your  out-of-pocket  expense 
might  be  if  you  get  sick,  and  information  about  the  choices.  Then, 
third,  back  to  what  David  said  earlier,  if  you  give  them  reasonable 
choice,  then  they  are  more  likely  to  go  to  the  more  efficient  system 
because  it  is  better  for  them  in  the  long  run— not  in  all  cases,  but, 
you  know,  in  enough  cases. 

So  those  three  things — choice,  some  financial  incentive,  and  a  lot 
of  information— are  really  the  things  that  help  make  that  happen. 

Mr.  Edwards.  The  other  thing  is,  I  believe  it  is  a  transition 
issue.  We  have  had  managed  care  in  Rochester  since  the  late 
1970's,  and  people  who  went  into  those  programs  as  employees 
frankly  did  not  want  to  come  out  of  them  as  they  entered  into  re- 
tirement, when  they  were  very  happy  with  the  HMO  or  the  net- 
work that  they  were  in. 

So  part  of  it  is  just  helping  people  get  comfortable  with  what  is 
there,  and  you  find  that  they  will  continue  with  it.  A  high  rate  of 
continuation,  at  least  for  us. 

Mr.  Shadegg.  Let  me  specifically  ask  you.  You  outline  on  page 
2  of  your  testimony  the  three  ways  that  you  went — ^the  options  for 
dealing  with  the  challenge  of  controlling  costs.  The  first  one  is  to 
have  the  employees  share  a  greater  portion  of  the  cost  and  in- 
creased cost-consciousness. 

How  much  do  you  think  that  has  been  responsible  for  the  savings 
you  have  been  able  to  achieve? 

Mr.  Edwards.  We  moved  recently  in  Rochester  from  a  $5  copay 
in  an  HMO  to  a  $15  copay  because  of  the  push-back  we  were  get- 
ting from  providers  that  the  low  copay  was  stimulating  unneces- 
sary demand  in  the  office,  or  wherever — the  office  or  the  hospital 
or  whatever. 

Just  yesterday,  we  found  that  we  were  probably  realizing  some- 
where around  a  7-,  8-percent  reduction  in  demand  by  virtue  of  the 
increase,  that  kind  of  copay.  So  it  is  effective. 

Mr.  Shadegg.  Have  any  of  the  others  experienced  the  same  kind 
of  effect  in  terms  of  increasing  cost-consciousness  amongst  the  con- 
sumers? 

Mr.  Levine.  Yes.  I  think  when  we  implemented  our  program,  we 
went  with  a  $20  copay  so  that  the  utilization  was  different  imme- 
diately. But  we  improved  the  preventive  and  the  wellness  benefits, 
so  there  was  a  tradeoff  in  terms  of  getting  totality  of  care  and  bet- 
ter service  and  quality. 

Ms.  Nelson.  I  think  two  factors:  one,  when  a  TI  employee  or  re- 
tiree or  an  under-65  retiree  enters  the  hospital,  for  instance,  they 
will  see  on  their  statement  what  was  billed  and  the  negotiated 
rate,  and  they  understand  they  are  also  participating.  Their  cost 
share  is  less  because  we  have  negotiated  these  rates,  so  clearly 
they  are  an  interested  party  and  consumer. 
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Mr.  Tarre.  I  would  give  you  an  example.  Just  this  January,  we 
put  in  place  a  nationwide  prescription  drug  discount  arrangement, 
network  arrangement,  on  a  voluntary  basis,  and  our  employees  pay 
20  percent  of  the  cost  of  prescription  drugs.  Because  of  the  savings 
that  they  can  get,  which  is  only  a  couple  of  dollars  on  a  prescrip- 
tion, we  have  over  80  percent  in-network  utilization  so  far  in  that 
program.  So  that  is  an  example  where  just  a  small  amount  of  cost 
sharing  and  the  realization  that  they  can  save  a  couple  of  dollars 
does  drive  people  to  really  look  at  alternatives. 

Mr.  Shadegg.  I  appreciate  that.  In  my  own  life,  I  had  the  same 
experience  from  the  opposite  end.  The  first  law  firm  I  practiced  for 
started  out  with  a  zero-dollar  coverage.  Everything  was  covered,  all 
dental,  all  health  in  every  way,  and  that  endured  for  about  a  year- 
and-a-half  before  they  decided  they  could  no  longer  afford  it. 

Thank  you  very  much.  I  have  no  further  questions. 

Chairman  Kasich.  Mr.  Sabo. 

Mr.  Sabo.  I  am  curious  as  we  relate  what  you  are  doing  to  Medi- 
care. Obviously,  your  HMO  folks,  I  assume,  are  on  a  per  capita 
basis,  and  you  assume  the  internal  management  there.  But  the 
folks  that  remain  within  the  fee-for-service,  clearly  you  are  doing 
some  managing. 

I  forget  who  talked  about  what  was — Susan,  I  think  it  was  you. 
I  forget  the  initials,  what  they  were  called.  I  am  curious  to  what 
degree  you  or  the  plans  are  doing  more  up-front  administrative 
costs  in  terms  of  trying  to  make  sure  there  is  proper  utilization  of 
the  fee-for-service  system,  in  effect  managing  the  fee-for-service 
system,  to  what  degree  that  is  happening. 

The  reason  I  ask  that  is,  clearly,  Medicare  is  a  fee-for-service  sys- 
tem except  for  those  people  who  opt  out  selectively  to  an  HMO 
plan.  It  is  sort  of  unlike  anything  you  have.  It  has  a  part  A  and 
a  part  B.  We  contract  for  the  administration  of  it.  I  think  we  con- 
tract basically  simply  on  who  can  handle  the  paperwork  at  the  low- 
est rate.  And  the  managing  fee-for-service  is  really  not  part  of  the 
contract  that  we  use  in  managing  the  Medicare  fee-for-service  sys- 
tem, whether  it  is  part  A  or  part  B.  And,  in  effect,  also  in  some 
communities  you  may  have  someone  administering  part  A  and 
somebody  else  administering  part  B. 

I  am  just  curious.  I  gather  you  are  all  spending  some  more 
money  somehow  in  the  up-front  administration  of  your  fee-for-serv- 
ice system. 

Mr.  Edwards.  We  are  moving  away  from  trying  to  do  that  with 
fee-for-service.  Frankly,  it  is  very  difficult  to  try  to  coordinate  and 
incent  all  the  appropriate  complex  interrelationships  toward  a  com- 
mon end  in  a  wide  open  fee-for-service  environment.  And  so  what 
you  find  is  the  components  are  often  not  aware  of  what  is  going  on 
elsewhere  in  the  care  on  an  individual.  When  you  have  multiple 
contractors,  let  me  say,  or  caregivers  engaged  who  aren't  coordi- 
nated, they  can  often  be  providing  care,  one,  that  they  don't  even 
know  what  is  going  on  elsewhere,  and,  two,  that  is  in  conflict  with 
each  other. 

So  we  just  found  it — and  to  try  to  manage  all  of  that  is  beyond 
our  core  business.  That  is  not  why  we  are  in  business.  We  are  not 
medical  caregivers.  And  so  our  whole  thrust  then  is  to  find  the 
best-quality  coordinated  caregiver  in  a  community  where  we  have 
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significant  employees  and  allow  them  the  freedom  to  do  what  they 
know  they  need  to  be  doing  to  effectively  manage  the  care  of  that 
individual. 

Mr.  Sabo.  But  that  is  part  of  your  contract  with  them. 
Mr.  Edwards.  That  is  right. 

Mr.  Sabo.  I  forget  who  was  talking  about — ^you  have  your  nego- 
tiated rates  with  certain  types  of  providers.  You  have  your  quality 
judgments  that  you  are  making.  Somebody  is  making  that  judg- 
ment. 

Ms.  Nelson.  For  our  people,  we  do  not  resource  fee-for-service. 
In  fact,  our  benefit  plan,  when  I  talk  about  critical  financial  incen- 
tives, it  is  a  disincentive  in  our  plans.  So  if  you  choose  not  to  move 
into  the  managed  care  side  and  you  choose  to  go  on  the  fee-for-serv- 
ice side,  you  are  going  to  pay  50  percent  out-of  pocket  up  to  a  maxi- 
mum of  $7,000  out-of-pocket.  So  we  disincent  in  that  way,  and  we 
would  not  resource  managing  that  side  of  the  plan.  We  have  an  88- 
percent  penetration  rate  in  the  network  system,  so  clearly  

Mr.  Sabo.  But  the  network  system  applies  only  to  your  HMO? 

Ms.  Nelson.  No.  Actually,  that  is — 8  percent  of  our  employees 
are  in  HMO's.  The  balance  are  in  the  TI  health  plan  network  sys- 
tem, 

Mr.  Sabo.  OK.  But  that  is  a  fee-for-service  system  that  you  are 
managing. 
Ms.  Nelson.  Exactly. 

Mr.  Sabo.  That  is  what  I  am  trying  to  get  at. 

Ms.  Nelson.  It  is  a  fee-for-service  

Mr.  Sabo.  I  am  not  asking  the  question  in  the  fashion  

Ms.  Nelson.  It  is  a  fee-for-service  system  that  we  are  managing, 
and  we  are  managing  it  by  continuing  to  reduce  the  size  of  that 
network,  through  the  specialty  care  subnetworks  we  are  putting  in 
place,  adding  the  quality  screens  at  the  front  end. 

So,  in  fact,  I  understand  what  you  are  asking.  We  are  trying  to 
take  a  very  fragmented  system,  fee-for-service  system,  and  organize 
it  into  a  more  manageable  system  for  our  employees. 

Mr.  Sabo.  But  somewhere  someone  is  making  some  more  up- 
front expenditures,  making  judgments,  establishing  networks,  ne- 
gotiating rates,  making  quality  judgments  in  that  system. 

Ms.  Nelson.  Yes.  We  are— — 

Mr.  Sabo.  It  is  either  you  or  someone  you  are  contracting  with. 

Ms.  Nelson.  Right.  We  are  resourcing  that. 

Mr.  Tarre.  That  is  correct.  In  our  fee-for-service  system,  as  you 
go  into  a  network  arrangement,  there  are  some  up-front  adminis- 
trative costs  to  do  that.  But  those  costs  are  very  minor  compared 
to  the  overall  efficiency  that  you  gain. 

There  is  the  debate  on  how  much  of  that  you  want  to  get  into 
and  whether  you  are  better  off  moving  people  into  an  integrated 
plan  like  a  Kaiser  or  whatever,  because  that  is  their  job,  you  know, 
to  manage  that  administrative  efficiency. 

But  we  have  found  in  our  psychiatric  network,  which  is  part  of 
our  fee-for-service  plan,  and  our  catastrophic  care  assistance  pro- 
gram, which  is  part  of  the  fee-for-service  plan,  that  the  administra- 
tive costs  are  minor  relative  to  the  efficiencies  from  moving  people 
to  the  most  efficient  care. 
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Mr.  Sabo.  That  would  really  be  in  contrast  to  what  we  do  with 
Medicare  where  we  sort  of  exclude  that  from  the  equation,  as  I  un- 
derstand it. 

Ms.  Nelson.  In  fact,  if  I  might  add,  from  1988  through  1994,  for 
every  dollar  we  invested  on  the  administrative  side — and  that  in- 
cluded staff  at  Texas  Instruments  as  well  as  what  we  paid  our  out- 
side suppliers  to  help  us  resource  this — ^we  had  an  $11  return  for 
every  dollar  invested.  So,  clearly,  there  is  some  opportunity  in  the 
system. 

Mr.  Edwards.  Our  view  is  that  we  would  rather  not  get  into  the 
inspection  model  and  try  to  pull  out  the  poor  quality  on  the  other 
end,  but  we  would  rather  try  to  identify  the  high-quality  providers 
and  then  leave  those  decisions  to  the  coordination  of  care  to  them. 

What  we  are  finding  by  doing  that  is  that  our  cost  trend  on  those 
folks  is  running  a  third  to  a  fourth  of  what  it  is  on  our  fee-for-serv- 
ice  arrangements. 

Mr.  Sabo.  Is  there  any  quarrel  that  probably  the  key  to  keeping 
health  care  costs  down  is  good  quality  care? 

Mr.  Edwards.  No.  Best  quality  equals  best  value. 

Ms.  Nelson.  Right. 

Mr.  Edwards.  Every  time. 

Ms.  Nelson.  Absolutely. 

Mr.  Edwards.  There  is  a  question  about  how  much  care  you  give, 
but  not  the  about  the  quality  of  the  care. 

Mr.  Sabo.  There  is  a  big  difference  between  quantity  and  quality. 

Mr.  Edwards.  Most  caregivers  I  know,  some  of  the  groups  I  have 
been  in,  will  tell  you  that  the  more  hands-on  care  you  get  probably 
equates  to  lower  quality. 

Chairman  Kasich.  What  would  that  mean,  then,  if  you  are  tak- 
ing a  look  at  a  Medicare  system  that  has  this  very  high  utilization 
rate? 

Mr.  Edwards.  A  lot  of  it  is  unnecessary. 

Ms.  Nelson.  High  cost. 

Mr.  Edwards.  It  is  just  a  big  waste. 

Chairman  Kasich.  Well,  I  want  to  thank  you.  This  is  great,  and 
we  appreciate  your  being  here. 

We  may  want  to  have  you  come  back  again  for  something.  We 
will  just  see.  I  think  it  was  very,  very  useful.  We  may  want  to  have 
you  come  up  and  talk  to  different  groups  of  us.  We  will  just  have 
to  see.  Would  you  be  able  to  do  something  like  that? 

Mr.  Edwards.  Certainly. 

Mr.  Tarre.  Sure. 

Chairman  KASICH.  OK.  So  thank  you  very  much. 
Martin,  we  are  supposed  to  start  the  next  panel  at  12:30.  I 
thought  we  might  as  well  just  roll.  Is  that  all  right  with  you? 
Mr.  Sabo.  Could  we  have  a  break? 
Chairman  Kasich.  You  want  to  have  a  little  break? 
Mr.  Sabo.  Just  5  minutes. 

Chairman  KASICH.  OK.  We  will  take  a  5-minute  break  here,  and 
then  we  will  start  with  the  next  panel. 
[Recess.] 

Chairman  KASICH.  We  have  with  us  Bill  Roper,  former  HCFA 
Administrator,  currently  with  Prudential;  Dr.  Ehlen  from  Min- 
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nesota,  President  of  Allina;  and  Merrill  Matthews,  the  National 
Center  for  Policy  Analysis. 
Bill,  go  first.  Dr.  Roper. 

STATEMENTS  OF  A  PANEL  CONSISTING  OF  WILLIAM  L.  ROPER, 
M.D.,  M.P.H.,  SENIOR  VICE  PRESIDENT  AND  CHIEF  MEDICAL 
OFFICER,  THE  PRUDENTIAL  HEALTH  CARE  SYSTEM;  K. 
JAMES  EHLEN,  M.D.,  PRESIDENT,  ALLINA  HEALTH  SYSTEM, 
MINNEAPOLIS,  MN;  AND  MERRILL  MATTHEWS,  JR.,  PH.D.,  DI- 
RECTOR, CENTER  FOR  HEALTH  POLICY  STUDIES,  NATIONAL 
CENTER  FOR  POLICY  ANALYSIS 

Dr.  Roper.  Thank  you.  I  prefer  Bill.  It  is  an  honor  to  be  before 
you  and  to  talk  about  working  on  some  fundamental  issues  that 
are  surely  challenging.  And  as  I  was  just  saying  to  you  informally, 
my  major  message  to  you  today  is:  Be  bold.  There  will  be  people 
telling  you  that  this  subject  is  complicated,  and  it  surely  is.  ^d 
they  will  tell  you  that  it  is  difficult,  and  it  surely  is.  But  without 
your  boldness,  you  are  not  going  to  be  able  to  make  the  progress 
that  we  so  badly  need. 

The  health  care  delivery  marketplace  has  evolved  dramatically 
since  Medicare  was  created,  but  Medicare  hasn't  made  similar 
progress.  It  is  a  1960's,  old-style,  fee-for-service  system,  where  my 
father  and  the  other  35  million  Medicare  beneficiaries  don't  have 
the  advantage  of  what  the  private  sector  has  created  for  the  under- 
65  population. 

Medicare  currently  gives  its  beneficiaries  very  limited  choice  of 
whether  to  participate  in  organized  health  care  delivery  systems. 
Not  only  do  they  miss  out  on  that  choice,  but  the  cost  of  the  pro- 
gram continues  to  consume  a  huge  portion  of  Federal  spending. 

As  you  said,  Mr.  Chairman,  I  used  to  be  Administrator  of  the 
Health  Care  Financing  Administration  [HCFA]  and,  after  that.  Di- 
rector of  the  Centers  for  Disease  Control  [CDC].  I  spent  much  of 
my  career  in  Federal  service.  Now  I  am  privileged  to  work  in  the 
private  sector,  and  what  I  am  asking  you  to  do  now  from  the  van- 
tage point  of  one  of  those  private  organized  health  care  delivery 
systems  is,  as  you  push  on  a  cost-constraining  agenda  for  Medicare, 
allow  Medicare  beneficiaries  and  providers  an  attractive  alternative 
based  on  innovation  in  the  private  sector. 

My  feelings  about  how  to  do  this  have  not  changed  much  since 
I  was  at  HCFA.  In  1987,  I  had  an  article  on  the  op-ed  page  of  the 
Wall  Street  Journal  entitled  "Medicare's  Private  Option."  The  mes- 
sage in  that  article  was  simple:  Keep  Medicare  intact,  but  increase 
the  choices  available  to  Medicare  beneficiaries  by  expanding  the 
role  of  private  sector  health  plans. 

I  oppose  forcing  older  Americans  to  leave  traditional  Medicare, 
but  what  I  do  support  is  offering  them  choice.  Don't  take  away  the 
plain  vanilla  Medicare  system.  Just  give  beneficiaries  further 
choice. 

Under  President  Reagan's  vision  for  Medicare  reform,  we  at 
HCFA  advocated  this  private  health  plan  option  based  on  five 
goals:  ensure  appropriate  access  to  quality  care;  increase  incentives 
for  efficiency;  reduce  government's  role  in  deciding  how  much  to 
pay;  reduce  government's  role  in  deciding  what  constitutes  appro- 
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priate  medical  practice;  and  expand  the  range  of  choice  to  providers 
and  beneficiaries. 

These  goals  are  compatible  with  the  goals  of  this  committee,  and 
I  urge  you  to  use  them  as  you  work  to  modernize  the  Medicare  pro- 
gram. 

Organized  health  care  delivery  systems  work  despite  the  efforts 
of  a  few  to  disparage  managed  health  care.  There  is  ample  evidence 
that  quality  health  services  are  delivered  through  organized  sys- 
tems and  that  money  is  saved.  I  would  be  happy  to  elaborate  on 
that  later. 

Today,  at  Prudential,  we  have  Medicare  plans  with  our  organized 
health  plans  in  four  States:  California,  Ohio,  Florida,  and  Texas. 
We  are  able  to  offer  an  array  of  services  over  and  above  regular 
Medicare  coverage,  such  as  prescription  drugs  and  routine 
physicals.  With  these  plans,  members  don't  need  to  worry  about 
unplanned  medical  expenses,  and  the  paperwork  that  Medicare 
beneficiaries  find  so  burdensome  is  dramatically  reduced  in  this  en- 
vironment. 

The  experience  of  our  plans  and  others  like  them  in  the  private 
sector  has  been  positive,  both  for  us  and  for  the  Medicare  program. 
But  as  the  program  is  currently  operated,  there  are  severe  limita- 
tions on  plans  like  ours.  A  major  problem  is  the  payment  methodol- 
ogy, the  so-called  AAPCC  methodology.  Secondly,  Medicare  bene- 
ficiaries have  no  incentives  to  choose  a  managed  care  plan  except 
in  instances  where  additional  benefits  are  provided.  And,  thirdly, 
the  definition  of  a  managed  care  plan  is  unduly  restrictive.  We  be- 
lieve it  ought  to  be  expanded. 

Today,  only  a  small  percentage  of  Medicare  beneficiaries  are  able 
to  obtain  the  benefits  of  managed  care.  Even  under  this  market  as 
it  now  stands,  with  its  problems,  as  I  have  noted,  there  are  some 
indications  that  competition  can  work. 

In  Cleveland,  we  were  among  the  first  to  offer  a  Medicare  risk 
product  called  SeniorCare,  and  we  charged  a  $25  per  month  pre- 
mium. We  offered  comprehensive  benefits  beyond  fee-for-service 
Medicare,  but  soon  another  company  entered  the  market  charging 
no  premium,  and  to  compete,  we  eliminated  our  premium  as  well. 
This  sort  of  competition  is  good  for  Medicare  beneficiaries.  We  be- 
lieve even  more  competition,  without  the  restrictions  of  the  current 
program,  would  be  good  for  beneficiaries  and  good  for  the  Medicare 
program,  as  well. 

We  have  taken  some  important  steps  toward  the  goals  of  Medi- 
care's private  option,  but  we  need  to  be  even  more  progressive  than 
we  have  been,  and  we  need  to  trust  beneficiaries  to  choose  for 
themselves. 

Quality  is  an  important  part  of  this  equation,  and  we  believe 
that  there  ought  to  be  safeguards  built  in  for  quality  and  account- 
ability, like  accreditation  of  health  plans  and  report  cards  so  that 
people  can  choose  quality  providers  using  appropriate  information. 

I  think  the  kind  of  vision  that  I  am  painting  for  you  today  is  a 
very  achievable  vision.  This  is  not  something  that  is  way  off  in  the 
distance.  It  is  now  happening,  but  it  needs  to  happen  on  a  much 
more  widespread,  large-scale  basis. 
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To  sum  up,  I  oppose  forcing  older  Americans  to  leave  traditional 
Medicare  in  favor  of  private  health  plans,  but  I  do  support  giving 
them  choice  and  making  it  easier  for  them  to  exercise  tnat  choice. 

The  bottom  line  is  private  plans  can  prove  effective  in  meeting 
the  needs  of  Medicare  beneficiaries,  and  as  they  do.  Medicare  will 
gradually  be  converted  into  a  cost-effective,  quality  program  based 
on  private  plans. 

A  final  point,  raised  earlier  by  Mr.  Pomeroy:  The  population 
among  us  that  most  needs  the  benefits  of  organized  health  care 
systems  are  the  senior  citizens,  and  we  need  to  be  able  to  offer 
those  kinds  of  plans  within  the  Medicare  program. 

I  am  delighted  to  have  the  opportunity  to  appear  before  you  and 
would  be  happy  to  respond  to  your  questions  later. 

[The  prepared  statement  of  William  Roper  follows:] 

Prepared  Statement  of  William  L.  Roper,  M.D.,  M.P.H.,  Senior  Vice  President 
AND  Chief  Medical  Officer,  the  Prudential  Health  Care  System 

Thank  you  Mr.  Chairman  and  members  of  the  committee  for  this  chance  to  share 
with  you  some  of  my  thoughts  on  opportunities  for  the  Medicare  program. 

First,  I  would  like  to  commend  you,  Mr.  Chairman,  and  the  committee  for  taking 
on  such  a  challenging  and  important  issue  for  our  Nation.  Assuming  a  leadership 
role  and  being  open  to  new  ideas  on  how  to  improve  the  way  in  which  America  s 
Medicare  beneficiaries  receive  health  care  takes  much  courage  and  foresight.  So  I 
am  particularly  pleased  and  honored  to  be  here. 

The  message  I  have  for  you  today  is  that  the  health  care  delivery  marketplace 
has  evolved  dramatically  since  Medicare  was  created,  yet  Medicare  has  not  made 
similar  progress.  Medicare  is  a  1960's,  old-style  fee-for-service  system  that  does  not 
offer  the  elderly  and  disabled  the  opportunity  to  participate  in  the  current  systems 
for  delivering  health  care. 

Medicare  currently  gives  its  beneficiaries  very  limited  choice  of  whether  to  partici- 
pate in  the  innovative  organized  health  care  delivery  systems  that  have  developed 
over  the  last  30  years,  otherwise  known  as  managed  care.  Not  only  is  choice  miss- 
ing, but  the  cost  of  the  program  continues  to  consume  a  huge  portion  of  Federal 
spending.  In  1980,  less  than  6  percent  of  the  Federal  budget  was  spent  on  Medicare. 
In  1996,  if  nothing  is  done,  Medicare  will  approach  12  percent  of  the  Federal  budg- 
et. 

The  good  news  is  that  it  can  be  fixed  by  offering  new  alternatives  to  seniors,  with- 
out engineering  a  totally  new  system.  As  a  former  head  of  the  Health  Care  Financ- 
ing Administration  [HCFA]  and  the  Centers  for  Disease  Control  [CDC],  and  now 
with  private  sector  responsibilities,  I  am  here  todav  to  offer  my  perspective  on  how 
government  and  the  private  sector  can  work  togetner  so  that  Medicare  can  benefit 
from  the  innovations  that  have  been  occurring  in  the  private  sector. 

As  you  push  aggressively  on  a  cost-constraining  agenda  for  the  Medicare  program, 
I  urge  you  to  aLow  Medicare  beneficiaries  and  providers  an  attractive  alternative 
based  on  innovation  in  the  private  sector. 

My  feelings  on  how  to  update  Medicare  have  not  changed  since  I  was  the  Admin- 
istrator of  HCFA.  In  1987,  I  published  an  article  on  the  Wall  Street  Journal  edi- 
torial page  on  this  subject,  entitled  "Medicare's  Private  Option."  Major  credit  for  it 
properly  goes  to  my  colleague,  Glenn  Hackbarth. 

The  message  was  simple:  keep  Medicare  intact,  but  increase  the  choices  available 
to  Medicare  beneficiaries  by  expanding  the  role  of  private  sector  health  plans  in 
meeting  their  needs.  Private  plans,  including  managed  care  and  indemnity  plans, 
would  compete  on  the  basis  of  quality  and  cost. 

I  oppose  forcing  older  Americans  to  leave  traditional  Medicare  in  favor  of  private 
health  plans.  What  I  do  support  is  offering  them  choice.  Do  not  take  away  the  plain 
vanilla  Medicare  system.  Just  give  beneficiaries  further  choices. 

Back  when  that  Wall  Street  Journal  piece  ran,  President  Reagan  believed  that 
well-managed  private  health  plans  offered  an  attractive  alternative  to  traditional 
Medicare  coverage.  We  were  committed  to  giving  private  health  plans  a  fair  oppor- 
tunity to  compete  for  Medicare  enrollees. 

Under  President  Reagan's  vision  for  Medicare  reform,  we  at  HCFA  advocated  this 
Private  Health  Plan  Option,  or  PHPO,  based  on  five  goals: 

Ensure  appropriate  access  to  quality  care; 

Increase  incentives  for  efficiency; 
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Reduce  government's  role  in  deciding  how  much  to  pay  for  individual  health  care 
services; 

Reduce  government's  role  in  deciding  what  constitutes  appropriate  medical  prac- 
tice; and 

Expand  the  range  of  choices  available  to  both  Medicare  beneficiaries  and  health 
care  providers. 

These  five  goals — quality,  efficiency,  less  government  involvement  in  pricing  and 
practice,  and  more  choice — seem  to  be  compatible  with  the  goals  of  this  committee. 
And  I  highly  recommend  them  as  guiding  goals  in  any  effort  to  modernize  Medicare. 

The  plan  recognized  that  government  played  too  intrusive  a  role  in  the  health 
care  system,  ana  that  a  far  better  approach  would  be  to  give  both  Medicare  bene- 
ficiaries and  health  care  providers  the  option  of  participating  in  Medicare  through 
private  health  plans,  because  this  was  and  is  where  innovations  in  the  health  care 
delivery  system  occiu*.  Those  private  plans,  within  broad  guidelines  set  by  the  Fed- 
eral Government,  could  determine  their  own  methods  for  paying  physicians  and  hos- 
pitals, for  controlling  utilization,  and  for  ensuring  quality. 

I  think  our  PHPO  plan  was  a  good  start,  and  there  are  signs  that  the  marketplace 
is  responding.  Today,  at  the  Prudential,  we  have  Medicare  risk-contracting  plans 
with  a  growing  number  of  members,  so  far  in  four  States — California,  Ohio,  Florida, 
and  Texas.  We  are  able  to  offer  an  array  of  services  over  and  above  regular  Medi- 
care coverage,  such  as  prescription  drugs  and  routine  physicals.  As  important,  with 
these  plans  members  don't  need  to  worry  about  unplanned  medical  expenses.  And 
the  paperwork  that  Medicare  beneficiaries  find  so  burdensome  is  dramatically  re- 
duced in  this  environment. 

The  experience  of  our  plans  and  others  like  them  in  the  private  sector  has  been 
positive  for  both  Medicare  beneficiaries  and  the  plans.  However,  the  plans  have  not 
flourished  to  the  point  of  providing  marked  savings  to  Medicare  because  there  are 
serious  barriers  to  full  private  health  plan  integration. 

We  can  only  offer  these  plans  through  Medicare's  health  maintenance  organiza- 
tions and  competitive  medicaJ  plans  rule.  This  provision  does  not  fully  foster  private 
health  plan  participation  because: 

Throughout  the  United  States,  the  Medicare  managed  care  payment  rate  is  based 
on  the  Average  Adjusted  Per  Capita  Cost  [AAPCCl  m  each  area.  Many  of  us  have 
long  recognized  the  problems  inherent  in  this  payment  methodology,  including  fairly 
reflecting  what  Medicare  is  paying  in  the  fee-for-service  system,  and  adjusting  pay- 
ments for  a  beneficiary's  particular  health  status. 

The  Medicare  beneficiary  has  no  incentive  to  choose  a  managed  care  plan  except 
in  instances  where  additional  benefits  are  provided.  And  a  managed  care  plan 
whose  health  benefit  costs  are  lower  than  the  AAPCC  does  not  reduce  its  price,  but 
rather  makes  up  the  difference  with  increased  benefits.  This  not  only  costs  the  gov- 
ernment more  but  also  does  not  encourage  the  senior  to  be  a  prudent  purchaser  of 
health  care. 

The  definition  of  a  managed  care  plan  is  unduly  restrictive,  and  does  not  allow 
the  flexibiUty  generally  to  offer  such  plans  as  Point-of-Service  [POS]  and  Preferred 
Provider  Organizations  [PPO].  An  exception  is  the  Medicare  Select  program  in  15 
States,  but  that  is  only  for  medigap  coverage — a  product  covering  costs  not  covered 
under  Medicare. 

Because  of  the  way  in  which  the  rates  are  set,  the  lack  of  incentives  for  bene- 
ficiaries, and  the  definition  of  managed  care  plan,  only  a  small  percentage  of  Medi- 
care beneficiaries  are  now  able  to  obtain  the  benefits  of  managed  care. 

Even  given  this  ill-structured  current  market,  there  are  some  indications  that 
competition  can  work.  In  Cleveland,  we  were  among  the  first  to  offer  a  Medicare 
risk  product,  called  SeniorCare,  for  a  $25  per  month  premium.  This  plan  offered 
comprehensive  benefits  far  beyond  the  Medicare  fee-for-service  package.  Soon,  an- 
other company  entered  the  market  charging  no  premium.  To  compete,  we  then 
eliminated  our  premium,  as  well. 

Now,  we  understand  that  other  companies  are  looking  to  enter  the  market,  and 
we  shouldn't  be  surprised  if  those  companies  offer  increased  benefits  even  beyond 
what  we  are  offering,  as  well  as  a  zero  premium.  Under  present  regulations,  we  are 
not  permitted  to  drive  our  prices  even  lower  and  give  the  money  back  either  to  the 
government  or  the  beneficiary.  Imagine  what  a  market  without  the  current  restric- 
tions on  pricing  could  do. 

The  Nation  has  taken  a  half  step  toward  the  goals  I  outlined  earlier.  With  the 
work  of  this  committee,  and  the  positive  reform  statements  of  Speaker  Gingrich  and 
others,  there  is  a  ripe  opportunity  to  complete  the  journey  toward  a  modem  Medi- 
care system  that  is  integrated  with  the  private  health  care  system. 

Rather  than  having  government  mandate  what  care  should  be  provided,  Medicare 
beneficiaries  and  their  doctors  and  other  practitioners  are  the  best  judges.  Let  them 
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choose  among  various  plans  on  the  basis  of  which  plan  they  believe  provides  the 
most  appropriate  care.  And  there  ought  to  be  standard  quality  and  performance 
measures,  with  public  information  and  accountability. 

To  accomplish  this,  Medicare  beneficiaries  should  be  given  a  voucher  from  the 
government  to  choose  among  the  full  spectrum  of  health  plan  options  that  many  pri- 
vate sector  employees  now  enjoy. 

Initial  voucher  amounts  should  be  based  on  an  improved  AAPCC  methodology.  As 
soon  as  a  sufficient  number  of  managed  care  plans  have  entered  a  local  Medicare 
market,  HCFA  then  should  set  the  voucher  amount  at  the  average  price  of  the 
health  plans  in  that  area,  based  on  a  bidding  process.  Plans  whose  rates  are  above 
the  designated  voucher  amount  would  charge  beneficiaries  the  premium  difference, 
whereas  plans  whose  premiums  are  below  the  voucher  amount  could  rebate  all  or 
part  of  the  difference  to  the  beneficiary. 

All  of  these  reforms  can  work  on  a  much  bigger  scale  if  cumbersome  statutory  im- 
pediments are  removed,  HCFA  makes  the  process  straightforward  for  all  players, 
and  we  are  not  shackled  in  our  ability  to  do  what  we  do  best:  organize  and  deliver 
quality  health  care  services. 

Quality  is  something  we  are  all  concerned  about.  In  order  to  compete,  health 
plans  are  being  forced  by  the  marketplace  to  focus  on  quality.  We  have  seen,  in  re- 
cent years,  a  significant  increase  in  efforts  by  various  private  sector  organizations 
to  ensure  that  health  plans  are  accountable  for  the  quality  of  health  care  that  is 
delivered.  They  include  medical  professional  organizations,  accrediting  bodies, 
health  care  purchasers,  medical  care  organizations,  academic  institutions,  and  oth- 
ers. 

For  example,  the  Prudential  has  an  entire  program  built  around  quality  initia- 
tives, which  in  part  includes  the  National  Committee  on  Quality  Assurance  [NCQA], 
and  the  Health  Plan  Employer  Data  &  Information  Set  [HEDIS].  The  NCQA  is  an 
independent,  nonprofit  organization  that  reviews  and  accredits  managed  health  care 
plans.  The  Prudential  was  the  first  national  health  care  company  to  invite  the 
NCQA  to  scrutinize  all  of  our  health  plans.  Every  aspect  of  our  plans  is  evaluated— 
the  physicians,  how  we  run  the  plan,  how  we  monitor  care,  how  we  communicate 
with  our  members,  how  we  communicate  with  our  physicians,  and  the  roles  of  physi- 
cians in  decisionmaking.  Right  now,  all  except  three  of  our  plans  are  NCQA  accred- 
ited, and  the  remaining  are  in  process. 

We  also  use  HEDIS  measures  to  publish  "Report  Cards"  on  all  of  our  plans.  These 
report  cards  focus  on  evaluation  in  five  areas — membership,  stability,  utilization  of 
services,  quality  of  care,  access  of  care,  and  member  satisfaction.  We  are  committed 
to  continuing  the  process  annually. 

We  are  engaged  in  these  and  other  quality  initiatives  with  our  private  sector 
plans,  and  we  are  in  discussions  right  now  with  our  health  plans  and  the  NCQA 
to  apply  this  same  process  to  our  Medicare  plans.  We  will  also  gather  HEDIS  data 
on  our  Medicare  plans.  These  initiatives  will  provide  consumers  the  tools  to  make 
informed  choices. 

How  feasible  is  it  to  reform  Medicare  on  an  expedited  basis?  The  simple  answer 
is  that  where  there's  a  will,  there's  a  way.  Many  observers  have  talked  lately  about 
a  mandate  from  the  American  people  that  they  want  change — they  want  economic 
and  fiscal  policies  and  reforms  that  make  sense.  Introducing  private  sector  health 
plans  into  the  Medicare  system  makes  sense  from  economic  and  quality  perspec- 
tives. Coupled  with  a  clear  and  well  executed  educational  campaign  for  Medicare 
beneficiaries  on  reforms,  changes  to  Medicare  would  be  successful. 

To  sum  up,  I  oppose  forcing  older  Americans  to  leave  traditional  Medicare  in  favor 
of  private  health  plans.  What  I  do  support  is  offering  them  choice,  and  making  it 
easier  for  them  to  exercise  that  choice.  Do  not  take  away  the  plain  vanilla  Medicare 
system.  Just  give  beneficiaries  further  choices. 

And  further,  this  strategy  fits  with  your  efforts  to  constrain  the  cost  of  the  tradi- 
tional Medicare  program,  giving  beneficiaries  the  incentive  to  make  cost-effective 
choices  for  themselves. 

The  bottom  line  is  that  private  plans  can  prove  effective  in  meeting  the  needs  of 
Medicare  beneficiaries,  and  as  they  do.  Medicare  will  be  gradually  converted  into 
a  cost-effective,  quality  program  based  on  private  plans. 

I'll  leave  you  with  one  final  thought:  no  group  of  people  deserves  and  needs  their 
care  managed  more  than  seniors.  Tney  have  the  most  health  care  providers  and  the 
greatest  variety  of  medications.  Their  care  simply  is  more  complicated.  It  is  our 
hope  that  you  will  give  seniors  access  to  the  kind  of  innovative,  competitive,  quality 
managed  care  now  available  in  the  private  sector. 

Thank  you  Mr.  Chairman  and  members  of  the  committee  for  your  time.  I  would 
be  happy  to  answer  any  questions  you  might  have. 
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Chairman  Kasich.  Thank  you. 
Dr.  Ehlen. 

STATEMENT  OF  DR.  JAMES  EHLEN 

Dr.  Ehlen.  Mr.  Chairman  and  members  of  the  committee,  my 
name  is  Dr.  Jim  Ehlen.  I  am  President  of  Allina  Health  System, 
which  is  an  integrated  health  care  system  operating  as  a  nonprofit 
corporation  in  Minnesota  and  the  upper  Midwest.  Allina  is  com- 
posed of  hospitals,  nursing  homes,  clinics,  and  managed  care  health 
plans.  Allina's  HMO  is  Medica,  a  nonprofit  health  plan  headquar- 
tered in  Minneapolis.  Medica  currently  serves  over  675,000  mem- 
bers, of  which  80,000  are  Medicare  members  under  the  TEFRA 
risk,  cost,  or  HCCP  arrangements.  Medica  has  been  contracting 
with  HCFA  to  serve  Medicare  beneficiaries  for  nearly  15  years. 

In  the  Minnesota  marketplace,  almost  200,000  Medicare  bene- 
ficiaries are  covered  under  some  form  of  Medicare  managed  care 
programs.  In  the  metropolitan  Minneapolis/St.  Paul  market  along, 
managed  care  plans  enroll  about  50  percent  of  the  total  Medicare 
population. 

I  appreciate  the  opportunity  to  appear  before  you  today  and 
share  with  you  some  of  the  experiences  our  company  and  our 
broader  community  is  having  in  reforming  health  care  delivery  for 
the  Medicare  population  that  we  serve. 

Within  the  context  of  this  committee's  responsibility  to  get  a  han- 
dle on  costs  in  the  Medicare  program,  there  are  three  main  points 
that  I  would  like  to  make  this  afternoon. 

No.  1,  managed  care  works  to  reduce  costs  for  both  beneficiaries 
and  the  government. 

The  second  point  I  wish  to  make  is  that  these  cost  savings  can 
be  achieved  while  simultaneously  improving  access,  quality,  and 
satisfaction  for  Medicare  beneficiaries. 

The  third  point  I  wish  to  make  is  that  there  are  key  steps  that 
Congress  can  take  that  will  increase  the  availability  of  managed 
care  options  for  seniors  across  the  country. 

Returning  to  my  first  point,  that  managed  care  systems  can  work 
to  reduce  costs  for  both  the  beneficiaries  and  the  government,  let 
me  share  some  insights  from  our  experience  in  Minnesota.  In  our 
State,  HMO's,  PPO's,  and  integrated  care  systems  have  quantifl- 
ably  reduced  costs  for  both  the  private  and  the  public  sectors.  Ac- 
cording to  national  surveys,  Minnesota  employers'  costs  are  15  to 
20  percent  below  the  national  averages,  and  their  employees  enjoy 
more  comprehensive  coverage.  Based  on  1995  rates  published  by 
HCFA,  Medicare's  per  beneficiary  costs  are  almost  25  percent  less 
in  the  Twin  Cities  than  the  national  average  for  urban  areas. 

If  we  look  historically  at  Medicare  costs,  the  Minneapolis  and  St. 
Paul  was  slightly  above  the  national  average  in  per  capita  costs  in 
the  1980's  and  has  subsequently  fallen  below  average  as  a  result 
of  the  growth  of  managed  care  in  this  area.  National  studies  sup- 
port this  phenomenon. 

As  the  Group  Health  Association  of  America  has  reported,  rather 
than  shifting  costs,  the  increased  presence  of  HMO's  in  a  commu- 
nity leads  to  lower  rates  of  increase  in  the  fee-for-service  sector, 
which  leads  to  lower  overall  costs  in  the  community. 
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A  soon-to-be  published  Georgetown  University  study  reports  that 
hospital  costs  for  large  hospitals  located  in  metropolitan  areas  that 
have  low  HMO  penetration  increased  between  1984  and  1991  by  98  ' 
percent.  This  compares  to  an  increase  of  71  percent  in  metropolitan 
areas  where  there  was  a  high  HMO  penetration. 

A  1994  Urban  Institute  study  concludes  that  for  each  10-percent 
increase  in  the  Medicare  risk  program's  share  in  the  Medicare  mar- 
ket, per  capita  expenses  in  the  Medicare  fee-for-service  sector  de- 
cline by  1.2  percent. 

Turning  to  my  second  point,  cost  savings  can  and  are  being 
achieved  while  simultaneously  improving  access,  quality,  and  satis- 
faction for  Medicare  beneficiaries.  My  written  testimony  cites  nu- 
merous satisfaction  surveys  and  quality  assurance  studies.  I  would 
like  to  share  with  the  committee  the  experience  of  my  HMO,  Med- 
ica,  in  serving  its  members. 

Our  experience  with  member  satisfaction  at  Medica  has  been 
gratifying.  Our  most  recent  study  of  satisfaction  in  a  random  sam- 
ple of  our  nearly  80,000  Medicare  enrollees  was  conducted  in  the 
late  part  of  1994.  In  the  important  areas  of  access  and  member 
service.  Medicare  senior  members  were  100-percent  satisfied  with 
the  following  areas:  their  ability  to  get  hospital  care;  their  ability 
to  get  mental  health  and  substance  abuse  treatment;  their  ability 
to  have  access  to  accurate  provider  directories;  the  accuracy  of  the 
claims  payment  system  that  we  provided;  and  the  courtesy  of  the 
plan  staff. 

In  the  area  of  quality,  98  percent  were  satisfied  with  the  prompt- 
ness of  getting  an  appointment  with  a  physician,  and  99  percent 
responded  that  they  would  recommend  Medica  SeniorCare  to  a 
friend. 

While  still  over  90  percent,  Medica's  lowest  senior  member  satis- 
faction ratings  were  in  the  area  of  the  amount  the  members  had 
to  pay  out-of-pocket  and  the  premiums  they  had  to  pay  for  service. 
Member  premiums  in  our  area  range  from  $55  to  $150  per  month 
for  senior  products. 

This  lower  member  satisfaction  rating  based  on  premium  costs 
leads  me  to  my  third  and  perhaps  most  important  point;  that  is, 
there  are  positive  steps  that  the  Congress  can  take  that  can  in- 
crease the  availability  of  managed  care  options  for  seniors  across 
the  country.  Again,  my  written  testimony  offers  several  rec- 
ommendations. Let  me  focus  on  three  specific  areas. 

First,  while  the  Medicare  risk  contract  is  the  way  most  HMO's 
would  prefer  to  serve  the  Medicare  market,  it  is  not  feasible  that 
all  areas  of  the  country  would  be  able  to  sustain  a  Medicare  risk 
contract.  For  this  reason,  Allina  believes  that  it  is  essential  that 
the  Congress  preserve  a  cost-based  managed  care  option  as  well. 
Particularly,  we  would  urge  the  Congress  to  extend  and  expand  the 
Medicare  Select  program.  As  my  earlier  testimony  highlighted,  the 
availability  of  managed  care  options  in  a  community  does,  in  fact, 
affect  the  overall  health  care  costs  of  that  community. 

Secondly,  develop  better  mechanisms  to  adjust  payment  for  the 
risk  of  the  patient  who  is  enrolled  in  the  HMO  rather  than  paying 
on  the  basis  of  an  average  enrollee  cost.  This  will  address  the  le- 
gitimate concerns  of  both  the  government  and  the  health  plans  that 
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payment  should  not  disadvantage  plans  which  enroll  sicker  popu- 
lations, nor  reward  plans  which  enroll  healthier  populations. 

Third,  and  finally,  from  an  HMO  that  operates  in  a  low-payment 
State,  it  is  imperative  that  Congress  address  the  HCFA  pa3anent 
formula  which  today  serves  over  time  to  penalize  market  efficiency. 

When  the  Medicare  risk  program  began  in  the  mid-1980's,  the 
prepayment  rates  in  Minnesota  were  such  that  the  participating 
HMO's  could  offer  a  much  richer  benefit  package  than  traditional 
Medicare  could,  with  no  paperwork,  no  deductibles,  and  no  copays 
for  the  Medicare  member.  Seniors  flocked  to  this  program,  and  sig- 
nificant growth  occurred.  However,  increased  overall  efficiencies 
were  realized  in  the  entire  Minnesota  market  as  HMO  penetration 
increased,  competition  increased,  and  physicians  began  to  practice 
more  cost-effectively.  Annual  increases  in  the  AAPCC  prepayment 
rate  fell  markedly,  and  there  have  been  several  years  of  either  zero 
increase  or  actual  decreases  in  this  rate  payment. 

In  other  markets  where  competitive  pressures  have  not  yet  devel- 
oped to  the  same  degree,  the  fee-for-service  system  continues  to 
generate  higher  rates  of  inflation.  Over  the  last  5  years,  we  have 
seen  the  result  of  this  formula  design.  The  average  annual  rate  of 
increase  in  AAPCC  pajnnents  in  Minneapolis  has  been  less  than  5 
percent  while  it  has  been  several  times  that  in  other  markets. 

In  Minnesota,  this  payment  disadvantage  has  ultimately  led 
most  of  the  HMO's  to  convert  away  from  a  full  capitation  or  pre- 
payment through  the  risk  program  and  back  to  a  cost  reimburse- 
ment alternative.  Medicare  members  are  still  served  by  managed 
care  networks,  but  under  payment  arrangements  in  which  the  pro- 
viders' and  members'  incentives  are  not  nearly  so  well  aligned  for 
continued  efficiency  to  maximize  the  potential  government  savings. 
This  is  not  an  equitable  system  for  seniors  throughout  the  country 
and  must  be  addressed  in  order  to  not  only  maximize  the  benefits 
seniors  receive  from  Medicare  managed  care  but  also  the  benefit 
the  government  receives  by  transferring  the  risk  of  the  responsibil- 
ity in  payment  to  an  HMO. 

I  would  like  to  close  with  an  example  of  a  story  that  highlights 
what  managed  care  can  mean  and  what  kinds  of  questions  we  are 
going  to  be  confronted  with.  A  week  ago  Monday,  in  our  organiza- 
tion, which  now  has  an  ambulance  system,  one  of  our  ambulance 
drivers,  who  normally  is  incented  only  when  he  brings  or  she 
brings  back  a  person  in  the  ambulance  for  payment,  was  called  to 
a  house  where  an  old  person  had  fallen  and  there  was  a  question 
of  a  broken  hip.  It  was  determined  that  that  individual  didn't  have 
a  broken  hip,  and,  therefore,  she  could  stay  in  her  home. 

The  ambulance  driver  in  the  context  of  our  idea  about  what  we 
are  trjdng  to  do,  however,  looked  around  and  noticed  that  the 
house  was  cluttered,  and  it  was  his  opinion  that  at  some  point  this 
person  would  fall  again  over  some  material  on  the  steps  or  around 
the  house.  Rather  than  saying  my  job  is  done  because  I  have  made 
this  trip,  that  ambulance  driver,  noticing  the  beneficiary  had  a 
Medica  card,  called  the  health  plan.  We  in  turn  called  the  home 
nursing  service.  They  in  turn  called  somebody  to  help  clean  up  that 
person's  house. 

We  hope  that  by  doing  something  like  this  we  can  tie  the  work 
of  an  ambulance  driver  to  the  need  to  make  an  environment  safe 
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and,  thus,  prevent  care  that  otherwise  would  be  costly  and  highly 
disruptive. 

Mr.  Chairman,  it  has  been  my  pleasure  to  testify.  Allina  shares 
with  our  colleagues  in  Minnesota  and  around  the  Nation  a  commit- 
ment to  improve  the  Medicare  program  so  that  Medicare  bene- 
ficiaries across  the  country  receive  access  to  comprehensive  man- 
aged care  choices,  so  that  market  forces  are  maximally  effective  in 
improving  quality  and  cost,  and  so  that  such  successes  for  the  Med- 
icare beneficiary,  the  health  plan,  and  the  Federal  Grovemment  can 
be  rewarded  and  maintained  over  time. 

Thank  you  for  the  opportunity,  and  I  would  be  happy  to  answer 
questions. 

[The  prepared  statement  of  James  Ehlen  follows:] 

Prepared  Statement  of  K.  James  Ehlen,  M.D.,  President,  Allina  Health 
System,  Minneapolis,  MN 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  Dr.  Jim  Ehlen.  I  am 
the  president  of  AlUna  Health  System,  which  is  an  integrated  health  care  system 
operating  in  Minnesota  and  the  upper  Midwest.  Allina  is  composed  of  hospitals, 
nursing  homes,  clinics,  and  managed  care  health  plans.  Allina's  HMO  is  Medica,  a 
nonprofit  health  plan  headquartered  in  Minneapolis,  MN.  Medica  currently  serves 
over  675,000  HMO  members,  of  which  80,000  are  Medicare  members  under  TEFRA 
risk,  cost,  or  HCPP  arrangements.  Medica  has  been  contracting  with  HCFA  to  serve 
Medicare  beneficiaries  for  nearly  15  years. 

In  the  Minnesota  marketplace,  almost  200,000  Medicare  beneficiaries  are  covered 
under  some  form  of  Medicare  managed  care  program.  In  the  metropolitan  Min- 
neapolis/St. Paul  market,  managed  care  plans  enroll  about  50  percent  of  the  total 
Meoicare  population.  Of  that  total,  only  57,000  beneficiaries  remain  in  the  fullv 
capitated  Medicare  risk  program  which  is  the  preferred  contracting  model  fi'om  both 
the  government's  perspective  and  our  own. 

I  appreciate  the  opportunity  to  appear  before  you  today  to  share  with  you  some 
of  the  experiences  of  our  company  and  our  community  in  reforming  health  care  de- 
livery for  the  Medicare  population. 

I  would  like  to  cover  six  main  points: 

Allina  recognizes  that  Congress  must  get  a  handle  on  costs  in  the  Medicare  pro- 
gram. However,  great  care  must  be  taken  by  the  Congress  in  its  short-term  budget 
actions  in  order  to  achieve  true  and  sustainable  reforms  over  the  long  term. 

Managed  care  systems  can  work  to  reduce  Medicare  costs  for  both  beneficiaries 
and  government.  We  have  seen  that  result  in  Minnesota. 

Cost  savings  can  be  achieved  while  improving  access,  quality,  and  satisfaction  for 
Medicare  beneficiaries.  In  fact,  when  care  is  coordinated,  efficiency  and  quality  go 
up  and  costs  go  down. 

Medica  supports  the  goal  stated  by  Members  of  Congress  to  allow  Medicare  bene- 
ficiaries more  choices  of  managed  care  plans.  We  believe  this  is  good  for  people  and 
good  for  the  budget. 

This  is  not  to  say  that  the  present  Medicare  managed  care  system  is  without 
problems.  GHAA's  President  Karen  Ignagni  has  offered  in  prior  testimony  GHAA's 
assistance  in  correcting  some  of  the  problems  that  limit  managed  care  options  for 
seniors.  We  at  Allina  snare  GHAA's  willingness  to  be  helpful  to  this  and  other  rel- 
evant committees. 

We  in  Minnesota  have  particular  concerns  about  some  of  the  geographic  dispari- 
ties in  the  current  payment  rates. 

MANAGED  CARE  PROGRAMS  REDUCE  COSTS  FOR  BENEFICIARIES  AND  GOVERNMENT 

Evidence  is  mounting  nationwide  that  managed,  care  plans  work  for  private  and 
public  sector  purchasers  and  enrollees.  Per  enrollee  costs  are  typically  lower  in 
HMO's  than  old-style  indemnity  plans  and  inflate  less  rapidly  over  time  so  that  the 
savings  compound.  ^ 

Let  me  tell  you  how  we  have  achieved  efiSciencies  in  Minnesota.  In  our  State, 
HMO's,  PPO's,  and  integrated  care  systems  have  quantifiably  reduced  costs  for  both 
the  private  and  public  sectors.  According  to  national  surveys,  Minnesota  employers' 


iLewin  VHI,  May  1994. 
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costs  are  15-20  percent  below  national  averages,  and  their  employees  enjoy  more 
comprehensive  coverage.^  Based  on  the  1995  rates  published  by  the  HCFA,  Medi- 
care's per-beneficiary  costs  are  almost  25  percent  less  in  the  Twin  Cities  than  the 
national  average  for  urban  areas. 

Minnesota's  success  cannot  be  dismissed  on  the  grounds  that  care  in  our  State 
has  always  been  cheaper,  nor  on  the  grounds  that  managed  care's  cost  savings  are 
attributable  to  "favorable  selection."  The  favorable  selection  theory  is  that  healthier- 
than-average  people  will  choose  to  enroll  in  managed  care  plans  while  sicker  people 
remain  covered  by  old-style  indemnity  plans. 

Virtually  80  percent  or  more  of  the  metropolitan  insured  population  in  Minneapo- 
lis/St. Paiil  is  now  covered  by  some  form  of  managed  care.  At  this  point  the  selection 
issue  is  moot.  Furthermore,  most  of  Minnesota's  HMO's  have  been  around  for  be- 
tween 20  and  50  years,  and  employers  have  been  offering  HMO  choices  for  the  same 
length  of  time.  Selection  bias  is  a  phenomenon  that  typically  occurs  when  new 
hesdth  plans  are  first  offered  in  any  population  group,  and  its  effects  average  out 
usually  in  a  matter  of  a  few  years.  While  there  may  be  selection  differences  among 
individual  plans  in  our  market,  in  the  aggregate  and  across  the  community,  any  se- 
lection effects  have  been  canceled  out. 

With  respect  to  historical  cost  trends,  Minnesota's  employers  have  said  that  their 
health  care  costs  were  actually  above  average  in  the  1970's,  which  is  part  of  what 
prompted  them  to  become  active  in  health  care  reform  earlier  than  most  of  their 
national  counterparts.  For  Medicare,  the  Minneapolis-St.  Paul  area  was  slightly 
above  the  national  average  in  per  capita  costs  in  the  1980's  and  has  fallen  below 
average  as  a  result  of  the  growth  of  managed  care.  National  studies  bear  out  this 
phenomenon.  As  the  Group  Health  Association  of  America  has  reported,  rather  than 
shifting  costs,  the  increased  presence  of  HMO's  leads  to  lower  rates  of  increase  in 
the  fee-for-service  sector  which  leads  to  overall  lower  costs  community-wide.  A  soon 
to  be  published  Georgetown  University  study  reports  that  hospital  costs  for  large 
hospitals  located  in  metropolitan  areas  with  low  HMO  penetration  increased  by  98 
percent  between  1984  and  1991  compared  to  only  71-percent  increases  in  metropoli- 
tan areas  with  high  HMO  penetrations.^  A  1994  Urban  Institute  study  concludes 
that  for  each  10-percent  increase  in  the  Medicare  risk  program's  share  of  the  Medi- 
care market,  per  capita  expenses  in  the  Medicare  fee-for-service  sector  decline  by 
1.2  percent.'* 

MANAGED  CARE  IMPROVES  ACCESS,  QUALITY,  AND  SATISFACTION  FOR  BENEFICIARIES 

As  has  been  mentioned  in  other  testimony  by  the  Group  Health  Association  of 
America  before  this  session  of  Congress,  the  Medicare  HMO  contracting  program  is 
a  success  by  the  most  important  measure  we  can  identify — the  satisfaction  of  the 
beneficiaries  who  have  chosen  this  approach.  During  the  past  year,  numerous 
groups  have  conducted  patient  satisfaction  surveys,  all  of  which  show  that  HMO 
subscribers  are  more  satisfied  overall  with  their  health  plan  than  fee-for-service 
subscribers.  This  is  true  for  the  elderly  as  well  as  Americans  under  the  age  of  65. 
Figure  1  is  based  on  a  national  survey  of  over  19,000  elderly  Americans  conducted 
by  the  National  Research  Corp.  based  in  Lincoln,  NE.  The  graphic  shows  that  for 
all  levels  of  self-designated  health  status,  the  elderly  enrolled  in  HMO's  are  more 
satisfied  with  their  coverage  than  the  elderly  receiving  services  under  the  tradi- 
tional Medicare  fee-for-service  program.  This  graphic  emphasizes  that  HMO's 
achieve  higher  subscriber  satisfaction  not  just  among  the  healthy,  but  also  among 
the  sick.  This  is  one  reason  that  HMO  enrollment  continues  to  grow — among  the 
young  and  healthy,  and  among  the  older  and  less  healthy  populations. 


2Milliman-Robertson,  1993. 

3  J.  Hadley  and  D.  Gaskin,  "HMO  Penetration  and  Academic  Health  Centers:  Hospitals  Mis- 
sion," 1984-1991,  forthcoming  in  "The  Proceedings  of  the  Assoc.  of  Academic  Health  Centers," 
1995. 

4W.P.  Welch,  "HMO  Market  Share  and  its  Effect  on  Local  Medicare  Costs,"  in  H.S.  Luft, 
HMO's  and  the  Elderly,  Health  Administration  Press,  Ann  Arbor,  MI,  1994,  pp.  231-250. 
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Figure  1— Medicare  HMO  Members  Are  More  Satisfied  With  Their  Coverage 
Than  Medicare  Fee-for-Service  Beneficiaries,  for  All  Levels  of  Health 
Status  i 


Health  Status    Excellent  Very  good     Good         Fair  Poor 


Nations!  Research  Corporation  Survey  of  19.523  Elderly  Households.  1994 

There  are  many  reasons  for  beneficiaries  to  be  satisfied  with  the  Medicare  HMO. 
First,  beneficiaries  fill  out  much  less  paperwork.  Under  the  fee-for-service  Medicare 
program,  beneficiaries  file  claims  paperwork  every  time  they  receive  services.  In 
Medicare  risk  HMO's,  the  paperwork  required  of  beneficiaries  is  little  more  than  the 
application  to  join  the  plan. 

Another  benefit  to  seniors  is  coordination  of  a  comprehensive  set  of  services. 
HMO's  make  preventive  services  not  covered  by  the  fee-for-service  Medicare  pro- 
gram broadly  available  to  the  beneficiaries  who  select  them.  The  beneficiary's  pri- 
mary physician  within  an  HMO  keeps  track  of  all  medications  and  tests  that  the 
beneficiary  receives  within  an  HMO,  and  helps  coordinate  care  from  specialists  and 
hospitals  as  well.  HMO's  treat  beneficiaries  on  a  continuing  basis,  as  whole  persons 
rather  than  series  of  ailments.^ 

Medicare  HMO's  offer  high-qualitv  health  care.  A  recent  study  by  the  Health  Care 
Financing  Administration  showed  that  elderly  HMO  members  with  cancer  are  more 
likely  to  be  diagnosed  at  an  early  state  than  those  in  the  fee-for-service  sector.  This 
is  due  to  improved  access  to  preventive  care  under  comprehensive  HMO  coverage 
which  was  also  highlighted  in  a  study  by  the  Center  for  Disease  Control  and  Pre- 
vention [CDC]  and  the  National  Center  for  Health  Statistics.  The  CDC  study 
showed  that  women  in  HMO's  are  more  likely  to  obtain  mammograms,  pap  smears, 
and  clinical  breast  exams  than  those  in  the  fee-for-service  sector.  Ajiotner  study 
which  supported  the  HMO  approach  to  care  compared  the  process  and  outcome  of 
care  for  hospitalized  HMO  and  fee-for-service  patients  age  65  and  older  with  acute 
myocardial  infarction — heart  attack.  This  study,  published  in  the  American  Journal 
of  Public  Health,  concluded  that  HMO  patients  received  better  care  than  that  re- 
ceived by  patients  in  a  national  fee-for-service  sample.  These  are  just  a  few  of  nu- 
merous studies  showing  that  Medicare  HMO's  provide  care  of  an  equal  or  higher 
quality  than  that  provide  by  the  fee-for-service  sector.^ 

Our  experience  with  member  satisfaction  at  Allina's  HMO,  Medica,  has  been  very 
gratifying.  Our  most  recent  study  of  satisfaction  in  a  sample  of  our  nearly  80,000 
Medicare  enroUees  was  conducted  in  late  1994.  In  the  important  areas  of  access  and 
member  service,  Medica  senior  members  were  100  percent  satisfied  with  the  follow- 
ing: 


^Statement  on  Medicare  Managed  Care  for  the  Group  Health  Association  of  America  by 
Karen  Ignangi,  CEO;  before  the  House  Ways  and  Means  Committee,  Subcommittee  on  Health, 
February  10,  1995. 

®  Statement  on  Medicare  Managed  Care  for  the  Group  Health  Association  of  America  by 
Karen  Ignagni,  CEO;  before  the  House  Ways  and  Means  Committee,  Subcommittee  on  Health, 
February  10,  1995. 
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Ability  to  get  hospital  care; 

Ability  to  get  mental  health  and  substance  abuse  treatment; 
Accuracy  of  provider  directory; 
Accuracy  of  claims  payment;  and 
Courtesy  of  plan  staff. 

In  the  area  of  quality,  98  percent  were  satisfied  with  the  promptness  of  getting 
an  appointment  with  a  physician,  and  99  percent  would  recommend  Medica 
SeniorCare  to  a  friend.  While  still  over  90  percent,  Medica's  lowest  senior  member 
satisfaction  ratings  were  in  areas  of  the  amount  members  had  to  pay  out  of  pocket 
and  the  premium  they  had  to  pay  for  service.  Member  premiums  range  from  S55 
to  $150  per  month  for  Medica's  senior  products. 

Another  measure  of  customer  satisfaction  is  customer  retention  and,  at  Medica, 
we  continually  work  to  improve.  Some  of  our  practices  include: 

A  special  Center  for  Healthy  Aging,  which  combines  customer  service,  sales,  and 
speci^zed  geriatric  medical  management  into  one  senior  member  focused  area; 

Welcome  calls  to  each  member  to  acquaint  them  with  the  HMO,  answer  questions, 
and  help  direct  them  to  care  if  needed;  and 

Disenrollment  foUowup  to  determine  the  cause  of  disenrollment  and  what  Medica 
can  do  to  ensure  that  recurring  problems  will  be  addressed. 

Medica  is  proud  to  have  one  of  the  lowest  voluntary  disenrollment  rates  in  the 
country,  less  than  3  percent  annually. 

POSITIVE  STEPS  CONGRESS  CAN  TAKE 

The  Medicare  risk  contract  is  the  way  most  HMO's  would  prefer  to  serve  the  Med- 
icare market,  and  the  way  the  government  would  prefer  to  pay  us.  The  Medicare 
capitation  includes  part  A  and  part  B  dollars  which  combine  physician  and  hospital 
costs,  creating  the  appropriate  set  of  incentives  for  hospitals,  doctors,  and  other  pro- 
viders to  behave  in  a  cost-effective,  high-quality  manner.  However,  the  current  pay- 
ment structure  forces  HMO's  in  many  communities  to  rely  on  other  contracting  op- 
tions if  they  are  to  be  able  to  serve  seniors  at  all.  In  many  urban  areas,  and  most 
rural  areas,  the  capitation  payments  to  managed  care  organizations  are  not  suffi- 
cient to  cover  the  costs  of  caring  for  an  older  person.  For  this  reason,  Allina  believes 
it  is  essential  that  Congress  preserve  cost-based  managed-care  options  as  well.  In 
particular,  we  urge  the  Congress  to  extend  and  expand  the  Medicare  Select  pro- 
gram. The  House  Ways  and  Means  Committee  has  recently  passed  the  Medicare  Se- 
lect legislation  out  of  committee  and  we  hope  the  full  House  Vrdll  approve  it. 

For  the  purpose  of  long-term  budget  control,  clearly  the  Medicare  risk  program 
is  the  strategy  that  best  serves  Congress'  purpose.  The  Group  Health  Association 
of  America  has  recommended  a  number  of  positive  steps  Congress  could  take  this 
year  to  improve  the  effectiveness  of  the  risk  program  nationwide: 

Develop  statutory  criteria  to  guide  the  Secretary  in  providing  waivers  of  the  50/ 
50  enrollment  requirement  for  health  plans  after  they  have  estabHshed  a  history  of 
success  in  the  Medicare  program; 

Change  the  rating  areas  for  setting  Medicare's  adjusted  average  per  capita  cost 
[AAPCC]  to  metropolitan  statistical  areas  [MSA's]  to  make  rates  more  stable  and 
more  reflective  of  service  area-wide  costs; 

Require  HCFA  to  directly  calculate  Medicare  fee-for-service  costs  in  computing  the 
AAPCC,  rather  than  estimating  total  costs  and  netting  out  estimated  HMO  pay- 
ments; 

Develop  better  mechanisms  to  adjust  payments  for  the  risk  of  the  patients  who 
enroll  in  HMO's  rather  than  paying  on  the  basis  of  "average"  enrollees.  This  will 
address  the  legitimate  concerns  of  both  the  government  and  health  plans  that  pay- 
ment should  not  disadvantage  plans  which  enroll  sicker  populations,  nor  reward 
plans  which  enroll  healthier  populations;  and 

Allina  would  add  a  strong  recommendation  that  Congress  should  discourage  the 
use  of  medical  savings  accounts  for  the  Medicare  population.  This  high  deductible 
old-style  insurance  program  would  undo  many  of  the  positives  of  managed  care  for 
older  people.  Seniors,  who  often  have  2  or  3  chronic  conditions,  are  the  most  in  need 
of  coordinated,  comprehensive  health  care  with  an  emphasis  on  prevention  and 
early  detection.  MSA's  with  an  emphasis  on  catastrophic  coverage,  would  disincent 
the  elderly,  particularly  those  on  a  fixed  income,  to  seek  appropriate  and  timely  care 
and  perhaps  wait  with  illness  or  conditions  that  could  become  very  costly  to  address 
and  threaten  the  quality  of  care  in  late  stages, 

PAYMENT  RATES  VARY  '^IVTDELY 

Despite  the  many  advantages  and  successes  in  Medicare  risk  contracting,  Min- 
nesota and  many  other  States — and  in  fact  many  communities  \vithin  almost  every 
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State — ^have  a  particular  challenge.  The  footnote  below  explains  in  some  detail  how 
the  government  calculates  payment  to  HMO's.  Basically,  starting  with  historical  fee- 
for-service  costs  the  Health  Care  Financing  Administration  calciSates  separate  rates 
for  each  county  in  the  Nation.  The  resulting  rates — ^the  AAPCC's — ^vary  widely, 
with  monthly  per-beneficiary  payments  of  $362  in  Hennepin  County,  Minneapolis, 
MN,  $377  in  Kings  County,  Seattle,  WA,  $399  in  Monroe  County,  Rochester,  NY, 
$646  in  Kings  County,  New  York  City,  NY,  $625  in  Philadelphia  County,  PA,  and 
$558  in  Los  Angeles  County,  CA.  Within  Florida,  payments  in  Dade  County — 
Miami — are  $615  versus  $364  in  Volusia — Daytona  Beach. 

While  these  variations  are  caused  by  many  factors,  our  experience  in  Minnesota 
illustrates  the  problem  that  the  current  payment  system  penalizes  market  efficiency 
over  time.  When  the  Medicare  risk  program  began  in  the  mid  1980's,  the  AAPCC's 
in  Minnesota  were  such  that  the  participating  HMO's  could  offer  a  much  richer  ben- 
efit package  than  traditional  Medicare,  with  no  paperwork,  no  deductibles  or  copays. 
Seniors  flocked  to  the  program.  However,  increased  overall  efficiencies  were  realized 
in  the  entire  market  as  HMO  penetration  increased,  and  physicians  began  to  prac- 
tice more  cost-effectively.  Annual  increases  in  the  AAPCC  fell  markedly  and  there 
have  been  several  years  of  either  zero  increase  or  actual  decreases.  In  markets 
where  competitive  pressures  have  not  yet  developed  to  the  same  degree,  the  fee-for- 
service  system  continues  to  generate  higher  rates  of  inflation.  Over  the  last  5  years, 
the  average  annual  rate  of  increase  in  AAPCC  payments  in  Minneapolis  has  been 
less  than  5  percent,  while  it  has  been  several  times  that  in  other  markets. 

As  a  result  of  tiiese  payment  differentials,  the  health  coverage  that  Medicare 
beneficiaries  receive  can  be  disadvantaged  based  on  their  geographic  location  and 
the  overall  efficiency  of  their  health  care  marketplace.  Seniors  enrolled  in  HMO's 
in  some  high-payment  areas  can  receive  coverage  which  often  includes  prescription 
drugs  for  zero  premiums  per  month.  Seniors  in  low-payment  areas,  if  they  have  ac- 
cess to  HMO  coverage  at  all,  are  unlikely  to  have  such  benefits  and  may  pay  pre- 
miums of  $40-$60  per  month^ — some  over  $100  per  month. 

In  Minnesota  tiiis  payment  disadvantage  has  ultimately  led  most  of  the  HMO's 
to  convert  off  of  full  capitation  through  tne  risk  program  and  back  to  a  cost-reim- 
bursement alternative.  Medicare  members  are  still  served  by  managed  care  net- 
works, but  under  payment  arrangements  in  which  the  provider  and  member  incen- 
tives are  not  nearly  so  well-aligned  for  continued  efficiency. 

INEQUITIES  OF  ACROSS-THE-BOARD  CUTS 

As  Congress  reviews  the  Medicare  program,  it  is  important  to  understand  that 
across-the-board  cuts,  whether  in  capitated  programs  or  in  fee-for-service  payments, 
would  have  significantly  different  impacts  depending  on  location.  Across-the-board 
cuts  will  only  exacerbate  existing  disparities. 

Not  only  would  providers  and  hejdth  plans  be  hurt  far  more  in  already  low-cost 
areas,  but  the  ineauities  would  extend  to  Medicare  beneficiaries  as  well.  Medicare 
HMO  members  in  lower  payment  areas  who  are  already  paying  significant  monthly 
premiums  for  less  coverage  might  find  their  HMO — or  other  supplemental  cov- 
erage— premiums  priced  out  of  reach  entirely. 

Although  the  context  for  this  testimony  is  managed  care,  and  capitated  risk  con- 
tracting specifically,  it  must  be  noted  that  the  AAPCC  rates  reflect  the  disparities 
in  reimbursement  to  providers  outside  of  HMO's  as  well.  In  markets  Hke  Minneapo- 
lis/St. Paul,  and  in  rural  areas  across  the  country,  Medicare  is  paying  hospitals  and 
doctors  at  levels  barely  sufficient  to  survive,  and  sometimes  below  cost.  In  many 
areas,  faced  with  unabsorbable  cuts,  providers  will  be  forced  to  cost  shift  to  private 
sector  purchasers.  This  creates  yet  another  inequity  if  the  private  sector  is  cost 
shifted  to  more  in  some  parts  of  the  country  than  others.  Finally,  in  some  commu- 
nities with  particularly  high  elderly  concentrations  and  little  or  no  capacity  for  cost 
shifting  to  tne  private  sector,  providers  already  close  to  the  edge  of  closure  may  be 
forced  over  the  brink  by  across-the-board  cuts. 


'Under  a  capitated  risk  contract,  a  health  plan  contracts  with  HCFA  and  is  paid  a  monthly 
capitation  rate  per  each  enrolled  member  to  cover  the  member's  Medicare  and  other  preventive 
health  care  services.  In  essence,  the  capitation  rate,  per  enrolled,  represents  95  percent  of  what 
HCFA  estimates  it  would  spend  on  the  enrolled  imder  fee-for-service  Medicare.  The  rate  of  pay- 
ment is  referred  to  as  the  adjusted  average  per  capita  cost  [AAPCC].  To  determine  the  AAPCC, 
enrolled  beneficiaries  are  first  grouped  into  various  demographic  classes  by  actuarial  factors 
such  as  age,  sex,  Medicare  entitlement  status,  Medicaid  status,  disability  status,  institutional 
status,  and  other  factors  that  HCFA  determines  have  a  significant  effect  on  the  use  and  cost 
of  health  services.  HCFA  then  calculates  the  AAPCC,  by  estimating  what  it  would  have  ex- 
pended on  these  individuals  under  fee-for-service  Medicare.  Health  plans  are  paid  95  percent 
of  the  AAPCC.  f 
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CONCLUSION 

Mr.  Chairman,  as  Congress  and  policymakers  continue  to  consider  restructuring 
the  Medicare  program  to  expand  HMO  and  other  managed  care  participation  and 
choices,  we  strongly  urge  that  the  first  priority  be  serving  beneficiary  interests  and 
needs.  Efforts  to  make  the  program  more  cost-effective  must  be  carried  out  within 
this  framework.  HMO's  can  be  a  critical  element  in  developing  an  effective  strategy 
to  provide  quality  care  to  beneficiaries  while  at  the  same  time  decreasing  the  rate 
of  Medicare  cost  escalation.  However,  they  cannot  bear  the  entire  burden  of  solving 
the  Medicare  cost  problem.  Short-term  unrealistic  efforts  to  generate  savings 
through  HMO's  will  be  particularly  damaging  to  the  longer  term  effort,  because  they 
will  harm  the  infrastructure  needed  to  increase  capacity  to  serve  larger  numbers  of 
beneficiaries.  Similarly  damaging  would  be  imposition  of  antimanaged  care  require- 
ments, such  as  any  willing  provider  provisions. 

Allina  shares  with  our  colleagues  in  Minnesota  and  around  the  Nation  a  commit- 
ment, to  improve  the  Medicare  program  so  that  Medicare  beneficiaries  across  the 
country  receive  roughly  equal  access  to  comprehensive  managed  care  choices,  so 
that  market  forces  are  maximally  effective  in  improving  quality  and  cost,  and  so 
that  such  successes  can  be  rewarded  and  maintained  over  time. 

We  firmly  believe  that  markets  can  outperform  regulatory  controls  every  time, 
and  that  managed  care  can  help  Congress  to  simultaneously  control  costs  and  im- 
prove quality  in  the  Medicare  program.  We  look  forward  to  assisting  you  in  restruc- 
turing the  Medicare  program  to  that  end. 

Chairman  Kasich.  Thank  you. 
Mr.  Matthews. 

STATEMENT  OF  MERRILL  MATTHEWS,  JR. 

Mr.  Matthews.  Thank  you,  Mr.  Chairman,  for  holding  a  hearing 
to  address  this  important  issue.  My  name  is  Merrill  Matthews,  Jr. 
I  am  the  Health  Policy  Director  for  the  National  Center  for  Policy 
Analysis.  I  will  submit  my  statement  for  the  record,  but  would  like 
to  briefly  summarize  my  comments  and  would  be  glad  to  answer 
any  questions  afterward. 

The  Congressional  Budget  Office  has  predicted  that  Federal  out- 
lays for  Medicare  will  increase  from  $158  billion  in  1994  to  $434 
billion  in  2004 — an  increase  of  175  percent  in  10  years.  Yet  a  Re- 
publican Congress  has  promised  to  balance  the  budget  by  the  year 
2002,  with  or  without  a  balanced  budget  amendment.  According  to 
some  budget  analysts,  that  means  cutting  the  growth  of  Medicare 
by  half. 

Even  before  these  cuts  take  place.  Medicare  is  already  beset  with 
problems  that  many  attribute  to  too  little  spending.  As  a  result,  the 
quality  and  availability  of  health  care  for  the  elderly  have  been  de- 
clining. 

The  law  already  permits  some  Medicare  beneficiaries  to  with- 
draw from  Medicare,  take  95  percent  of  the  actuarial  value  of  Med- 
icare spending,  and  join  a  health  maintenance  organization  in- 
stead. Currently,  more  than  7  percent  of  Medicare  enrollees  are  in 
HMO's,  and  the  number  is  growing. 

Replacing  traditional  Medicare  delivery  with  managed  care  does 
nothing  to  change  patient  incentives,  however.  Since  both  tradi- 
tional Medicare  and  managed  care  Medicare  are  largely  free  to  the 
consumer,  patients  still  have  strong  incentives  to  overuse  the  sys- 
tem. 

What  Congress  should  do  is  provide  our  elderly  Medicare  popu- 
lation with  options,  and  one  of  those  options  should  be  a  medical 
savings  account,  which  would  allow  beneficiaries  to  control  some  of 
their  own  health  care  dollars. 
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Medical  savings  accounts  would  give  individuals  a  new  way  to 
pay  for  health  care.  Under  a  traditional  Medicare  arrangement,  in- 
dividuals pay  deductibles  and  part  B  premiums,  and  the  Federal  jl 
Government  pays  the  bills  as  they  are  incurred.  Under  the  medical 
savings  account  system,  individuals  could  confine  their  health  in- 
surance to  catastrophic  coverage,  say  expenses  above  $3,000,  and 
use  premium  and  medigap  savings  to  make  deposits  to  a  medical 
savings  account  instead.  Insurance  would  pay  for  expensive  treat- 
ments that  occur  infrequently  while  individuals  would  use  their 
MSA  funds  to  pay  for  small  bills  covering  routine  services  and  pre- 
ventive care.  Money  in  the  MSA  could  be  withdrawn  to  pay  medical 
expenses.  Money  not  spent  would  grow  with  interest  and  could  be 
withdrawn  in  future  periods  for  medical  expenses  or  for  other  pur- 
poses. 

One  way  to  exercise  choice  is  to  let  each  person  reaching  age  65 
do  one  of  three  things:  A,  keep  their  traditional  Medicare  coverage 
and  continue  to  pay  the  standard  premiums  and  deductibles;  B,  en- 
roll in  a  private  HMO;  or,  C,  enroll  in  a  private  plan  with  a  medi- 
cal savings  account. 

Under  the  Medicare  MSA  option,  95  percent  of  the  annual  ex- 
pected Medicare  expenditure  would  be  used  to  purchase  the  retir- 
ee's catastrophic  coverage  from  a  private  insurer.  Remaining  funds 
would  be  deposited  in  the  retiree's  MSA.  Additional  premium  pay- 
ments could  also  be  made.  Since  70  percent  of  Medicare  enrollees 
currently  pay  premiums  for  medigap  insurance,  that  money  could 
be  deposited  in  the  retiree's  MSA  or  used  to  purchase  a  plan  with 
expanded  benefits. 

There  is  currently  no  market  for  health  insurance  policies  for  the 
elderly,  apart  from  medigap  insurance,  although  at  the  time  Medi- 
care was  passed  in  1965,  about  half  of  the  elderly  carried  health 
insurance  plans.  As  a  result,  projecting  the  cost  of  a  Medicare  pol- 
icy is  somewhat  speculative.  However,  according  to  an  actuarial  es- 
timate, if  an  MSA  option  is  offered  and  half  of  the  beneficiaries 
choose  it,  the  cost  of  a  $3,000  deductible  would  probably  be  about 
42  percent  of  Medicare's  annual  per  person  outlay,  which  is  about 
$5,900  with  parts  A  and  B  considered. 

If  recipients  were  given  the  95  percent  allowed  for  shifting  into 
managed  care — ^we  are  talking  about  $5,600,  approximately — about 
$2,500  then  would  be  needed  to  purchase  the  catastrophic  policy 
with  a  $3,000  deductible,  leaving  a  balance  in  the  account  of  about 
$3,100— more  than  enough  to  cover  the  deductible.  As  a  result,  the 
retiree  would  have  no  out-of-pocket  expenses. 

The  retiree  could  also  deposit  in  the  MSA  money  that  would  have 
been  spent  on  Medicare  deductibles  and  copayments,  part  B  pre- 
miums, and  medigap  insurance  policies,  which  could  be  in  the 
neighborhood  of  $2,000  annually. 

By  choosing  a  Medicare  MSA,  the  Medicare  recipient  would  have 
money  in  his  account  for  needed  health  care  and  preventive  care, 
but  any  money  not  used  in  the  MSA  during  the  year  would  be  his 
to  keep. 

These  medical  savings  accounts  produce  different  incentives.  Peo- 
ple would  have  first-dollar  coverage  to  use  for  primary  or  preven- 
tive care.  This  is  very  important  for  low-income  people  who  in 
many  cases  don't  have  the  money  to  meet  a  deductible. 
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MSA's  would  restore  the  doctor-patient  relationship,  since  you  re- 
move the  third-party  element  from  the  vast  majority  of  health  care 
decisions. 

Paperwork  and  administrative  costs  would  be  reduced  because 
the  person  would  be  able  to  take  the  money  directly  out  of  the  ac- 
count, put  it  in  the  provider's  account,  and  bypass  any  kind  of  in- 
surance paperwork,  government  transfers,  et  al. 

Those  who  strive  to  live  healthy  lives  and  avoid  risky  behavior 
would  benefit  financially  from  MSA's,  which  put  the  consumer, 
rather  than  the  insurance  company  or  the  government,  in  charge 
of  the  health  care  system  because  the  consumer  is  paying  the  bill. 

In  conclusion,  let  me  say  that  the  best  solution  to  the  problem 
of  Medicare  is  to  offer  the  elderly  the  opportunity  to  benefit  from 
being  prudent  shoppers  in  the  health  care  marketplace.  Those  who 
prefer  managed  care  would  have  the  ability  to  join  an  HMO,  while 
those  who  prefer  to  make  their  own  health  care  choices  by  manag- 
ing their  own  health  care  dollars  would  be  allowed  to  do  so. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Merrill  Matthews,  Jr.,  follows:] 

Prepared  Statement  of  Merrill  Matthews,  Jr.,  Ph.D.,  Director,  Center  for 
Health  Poucy  Studies,  National  Center  for  Policy  Analysis 

Thank  you,  Mr.  Chairman,  for  holding  a  hearing  to  address  this  important  issue. 
My  name  is  Merrill  Matthews,  Jr.,  Ph.D.,  and  I  am  the  Health  Policy  Director  for 
the  National  Center  for  PoUcy  Analysis.  I  will  submit  my  statement  for  the  record, 
but  would  like  to  briefly  summarize  my  comments  and  would  be  glad  to  try  to  an- 
swer any  questions  afterward. 

What  the  Clinton  administration  couldn't  accomplish  with  its  ill-fated  health  plan, 
a  Republican-led  Congress  could  do  if  it  places  too  much  emphasis  on  shifting  elder- 
ly Americans  into  Medicare  managed  care  programs.  The  Clinton  health  care  pro- 
posal would  have  pushed  most  Americans  into  health  maintenance  organizations 
[HMO's].  Congress'  attempt  to  hold  down  the  growth  of  Medicare  expenditures  could 
inadvertently  achieve  the  same  result. 

The  Congressional  Budget  Office  [CBO]  has  predicted  that  Federal  outlays  for 
Medicare  will  increase  from  $158  billion  in  1994  to  $434  billion  in  2004 — an  in- 
crease of  175  percent  in  10  years.  Yet  a  new  Republican  Congress  has  promised  to 
balance  the  budget  by  the  year  2002 — ^with  or  without  a  balanced  budget  amend- 
ment. According  to  some  budget  analysts,  that  means  cutting  the  growQi  of  Medi- 
care by  half 

Even  before  these  cuts  take  place.  Medicare  is  already  beset  with  problems  that 
many  attribute  to  too  little  spending.  Because  Medicare  underpays  doctors,  many 
refuse  to  take  new  Medicare  patients.  Because  Medicare  underpays  hospitals,  some 
prematurely  discharge  patients  and  deny  Medicare  beneficiaries  access  to  tech- 
nologies available  to  other  patients.  As  a  result,  the  quality  and  availability  of 
health  care  for  the  elderly  have  been  declining. 

managed  care 

The  law  already  allows  some  Medicare  beneficiaries  to  withdraw  from  Medicare, 
take  95  percent  of  the  actuarial  value  of  Medicare  spending,  and  join  a  Health 
Maintenance  Organization  [HMO]  instead.  Currently,  more  than  7  percent  of  Medi- 
care enrollees  are  in  HMO's,  and  the  nimiber  is  growing. 

Replacing  traditional  Medicare  delivery  with  managed  care  does  nothing  to 
change  patient  incentives,  however.  Since  both  traditional  Medicare  and  managed 
care  Medicare  are  largely  free  to  the  consumer,  patients  have  strong  incentives  to 
overuse  the  system.  Managed  care  can  succeed  in  lowering  health  care  costs  only 
to  the  extent  that  it  succeeds  in  preventing  patients  from  obtaining  all  the  services 
it  is  in  their  self-interest  to  obtain  when  the  price  is  zero.  The  verdict  is  still  out 
on  how  well  HMO's  can  perform  this  fimction. 
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MEDICARE  MEDICAL  SAVINGS  ACCOUNTS 

What  Congress  should  do  is  provide  our  elderly  Medicare  population  with  options. 
And  one  of  those  options  should  be  Medical  Savings  Accounts  [MSA's],  which  would 
allow  beneficiaries  to  control  some  of  their  own  health  care  dollars. 

Medical  Savings  Accounts  would  give  individuals  a  new  way  to  pay  for  health 
care.  Under  a  traditional  Medicare  arrangement,  individuals  pay  deductibles  and 
part  B  premiums,  and  the  Federal  Government  pays  medical  Dills  as  they  are  in- 
curred. Under  the  Medical  Savings  Account  system,  individuals  could  confine  health 
insurance  to  catastrophic  coverage — say,  expenses  above  $3,000 — and  use  premium 
and  medigap  savings  to  make  deposits  to  a  Medical  Savings  Account  instead.  Insur- 
ance would  pay  for  expensive  treatments  that  occur  infrequently,  while  individuals 
would  use  their  MSA  funds  to  pay  small  bills  covering  routine  services  and  preven- 
tive care.  Money  in  the  MSA  could  be  withdrawn  to  pay  medical  expenses.  Money 
not  spent  woula  grow  with  interest,  and  could  be  withdrawn  in  future  periods  to 
pay  for  medical  expenses  or  used  for  other  purposes. 

One  wav  to  exercise  choice  is  to  let  each  person  reaching  age  65  (a)  keep  their 
traditional  Medicare  coverage  and  continue  to  pay  the  standard  premiums  and 
deductibles,  (b)  enroll  in  a  private  HMO,  or  (c)  enroll  in  a  private  plan  with  an  MSA. 

Under  the  Medicare  MSA  option,  95  percent  of  the  annual  expected  Medicare  ex- 
penditure would  be  used  to  purchase  the  retiree's  catestrophic  coverage  from  a  pri- 
vate insurer.  Remaining  funds  would  be  deposited  in  the  retiree's  MSA.  Additional 
premium  payments  could  also  be  made.  Since  70  percent  of  Medicare  enroUees  cur- 
rently pay  premiums  for  medigap  insurance,  that  money  could  be  deposited  in  the 
retiree's  MSA,  or  used  to  purchase  a  plan  with  expanded  benefits. 

NUMERICAL  EXAMPLE 

There  is  currently  no  market  for  health  insurance  policies  for  the  elderly,  apart 
from  medigap  insurance,  although  at  the  time  Medicare  was  passed  in  1965  about 
half  of  the  elderly  carried  health  insurance.  As  a  result,  projecting  the  cost  of  a 
Medicare  policy  is  somewhat  speculative.  However,  according  to  an  actuarial  esti- 
mate, if  an  MSA  option  is  offered  and  half  of  the  beneficiaries  choose  it,  the  cost 
of  a  $3,000  deductible  policy  would  probably  be  about  42  percent  of  Medicare's  aver- 
age annual  per-person  outlay,  which  will  be  about  $5,900^ — including  both  parts  A 
and  B — ^this  year. 

If  recipients  were  given  the  95  percent  allowed  for  shifting  into  managed  care,  or 
5,605,  about  $2,500  would  be  needed  to  purchase  a  catastrophic  policy  with  a 
3,000  deductible,  leaving  more  about  $3,100  to  be  deposited  in  tne  MSA  more  than 

enough  to  cover  the  deductible.  As  a  result,  the  retiree  would  have  no  out-of-pocket 

expenses. 

The  retiree  could  also  deposit  in  the  MSA  money  that  would  have  been  spent  on 
Medicare  deductibles  and  copayments,  part  B  premiums,  and  medigap  insurance 
policies,  which  could  be  more  than  $2,000  annually. 

By  choosing  a  Medicare  MSA,  the  Medicare  recipient  would  have  money  in  his 
account  for  needed  health  care  and  preventive  care.  But  any  money  not  used  in  the 
MSA  during  the  year  would  be  his  to  keep. 

BENEFITS  OF  MSA'S 

Widespread  use  of  MSA's  would  benefit  the  elderly  and  the  health  care  system: 

People  would  have  first-dollar  coverage  to  use  for  primary  or  preventive  care.  This 
is  particularly  beneficial  for  lower-income  retirees  who  often  do  not  have  money  in 
their  personal  accounts  to  pay  for  even  basic  care  and  so  avoid  it; 

MSA's  would  restore  the  doctor/patient  relationship,  since  patients  rather  than 
third-party  payers  would  make  the  sometimes  tough  choices  between  health  care 
and  other  uses  of  money; 

Paperwork  and  administrative  costs  would  be  greatly  reduced.  Since  patients 
would  be  paying  most  bills  directly  out  of  their  MSA,  primary  care  physicians  might 
never  see  an  insurance  form  again; 

Those  who  strive  to  live  healthy  lives  and  avoid  risky  behavior  could  benefit  fi- 
nancially from  that  choice;  and 

MSA's  put  the  consumer,  rather  than  an  insurance  company  or  the  government, 
in  charge  of  the  health  care  system  since  the  consumer  is  paying  the  bills. 

CONCLUSION 

The  best  solution  to  the  problem  of  Medicare  is  to  offer  the  elderly  the  opportuni- 
ties to  benefit  from  being  prudent  shoppers  in  the  health  care  marketplace.  Those 
who  prefer  managed  care  would  have  the  ability  to  join  an  HMO,  while  those  who 
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prefer  to  make  their  own  health  care  choices  by  managing  their  own  health  care 
dollars  would  be  allowed  to  do  so. 

Mr.  Miller  [presiding].  Thank  you  all.  Mr.  Kasich  has  to  step 
out  for  a  few  minutes,  so  if  I  may,  I  will  go  ahead  and  begin  some 
questioning  and  proceed  until  Mr.  Kasich  returns. 

We  had  some  good  presentations  this  morning  from  the  private 
sector.  I  don't  know  if  any  of  you  were  here  to  hear  the  four  rep- 
resentatives from  large  national  corporations  talk  about  especially 
moving  in  the  direction  of  managed  care  and  how  they  have  been 
able  to  bring  under  control  their  costs  over  the  past  few  years.  Of 
course,  as  I  said  to  them,  they  are  talking  about  tens  of  thousands 
of  employees,  and  we  are  talking  about  tens  of  millions  of  people 
under  the  Medicare  program. 

They  have  had  great  success  with  managed  care.  One  of  the 
problems  that  we  are  having  is  the  issue  of  scoring  and  scoring  the 
cost  of  savings.  We  have  talked  so  often  that  scoring  is  driving  our 
decision  process.  And  when  we  get  to  the  issue  of  managed  care, 
there  was  one  report  that  I  have  been  told  about,  the  Mathematica 
report,  the  study  that  was  done  for  HCFA  back  in  1993  that  con- 
cluded that  HMO's  and  the  Medicare  program  cost  money  rather 
than  save  money  for  the  government  even  though  the  HMO's  are 
paid  5  percent  less.  I  guess  this  is  such  a  key  report  that  it  drives 
CBO  to  say  we  are  not  going  to  save  any  money  under  managed 
care. 

Could  you  comment  about  your  knowledge  of  this  report  and 
what  you  think  the  approach  should  be  as  far  as  saving  money 
under  the  managed  care  concept? 

Dr.  Roper.  Yes,  sir.  I  am  Bill  Roper.  I  am  happy  to  answer  your 
question. 

The  Mathematica  study  that  you  reference  is  a  study  that  has 
some  methodological  problems  in  it.  It  is  old  data  with  some  issues 
that  I  think  are  open  to  question  about  the  methodology  of  the 
study. 

I  said  in  my  testimony,  as  others  did,  that  the  pa3nnent  formula 
that  is  currently  used,  the  so-called  AAPCC,  has  some  problems  in 
it  and  deserves  to  be  improved  substantially.  But  I  would  urge  you 
not  to  be  deterred  from  a  move  toward  organized  systems  of  care, 
or  managed  care  as  it  is  usually  known,  because  of  that  or  other 
studies. 

There  is  ample  evidence  from  our  experience  in  the  private  sector 
that  managed  care  works;  it  does  save  money.  For  example,  at  Pru- 
dential, where  I  work,  our  premiums  charged  to  our  commercial  cli- 
ents in  the  State  of  Florida  went  down  in  1995  2  percent  below 
what  they  were  in  1994.  So  not  a  slowed  rate  of  increase,  but  an 
actual  reduction  in  costs,  and  that  is  driven  by  what  we  are  doing 
and  what  the  marketplace  is  forcing  us  to  do  through  competition. 

I  am  reminded,  if  I  can  be  a  little  light-hearted  toward  my 
friends,  the  economists,  I  am  reminded  of  the  saying  that  an  econo- 
mist is  someone  who  sees  something  work  in  practice  and  wonders 
whether  it  will  work  in  theory.  We  are  seeing  managed  care  work 
in  practice  day  by  day  in  this  city  and  others  all  across  the  country, 
and  we  just  need  to  convince  the  people  who  keep  the  score. 

I  understand  the  central  role  that  CBO  plays  in  this  process,  but 
I  believe  there  is  a  way  around  that  problem. 
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Dr.  Ehlen.  Mr.  Chairman,  another  facet  to  the  question  that  you 
raise  is  important  to  consider.  The  Mathematica  study  was  an  at- 
tempt to  provide  important  data,  information  that  we  can  then 
make  good  choices  around.  As  Dr.  Roper  has  pointed  out,  we  now 
think  that  some  of  that  information,  based  on  older  information, 
needs  to  be  upgraded. 

The  point  I  want  to  make  is  that  there  is  good,  new  information 
coming  forward,  and  anyone,  certainly  the  Congress,  who  is  in  a 
position  that  has  to  respond  to  meaningful  information,  should  be 
anticipating  better  understanding  of  the  cost  savings  that  current 
managed  care  organizations  can  produce,  and  that  data  will  be 
forthcoming. 

Dr.  Roper.  And  if  I  could  just  add,  here  is  a  CBO  report  from 
earlier  this  year  on  the  effects  of  managed  care,  and  they  suggest 
that  there  are  substantial  savings  from  managed  care  to  be  had  for 
the  Medicare  program. 

Mr.  Miller.  Do  you  have  a  specific  illustration  of  how  we  can  en- 
courage the  development  of  it  within  the  Medicare  program? 

Dr.  Roper.  Well,  there  are  two  parts  of  it.  One  is  what  to  do  to 
get  health  plans  to  join  the  program,  to  go  through  the  cum- 
bersome process,  and  that  is  one  of  the  things  that  needs  to  be 
done.  The  process  needs  to  be  made  less  cumbersome.  Payment 
methodology  needs  to  be  improved.  As  Jim  was  saying  earlier, 
there  are  substantial  problems  with  the  payment  methodology,  and 
if  those  were  remedied,  in  many  of  regions  of  the  country  there 
would  be  plans  brought  in. 

What  needs  to  happen  to  give  incentives  to  beneficiaries  to  join, 
it  seems  to  me,  is  to  show  them  the  advantages  that  it  has  over 
fee-for-service.  And  as  you  constrain  the  underlying  regular  Medi- 
care program,  the  vanilla  variety  Medicare  program,  the  things 
that  you  are  going  to  have  to  do  to  meet  the  budget  numbers,  then 
offering  managed  care  or  plans  like  ours  as  an  alternative  I  think 
will  be  a  natural  way  for  them  to  go  into  those  plans  and  substan- 
tially increase  numbers. 

Dr.  Ehlen.  There  is  a  dark  side  to  that  question,  and  that  has 
to  do  with  the  incentives  in  some  areas  of  the  country  today  to 
move  away  from  what  are  effective  programs.  And  as  my  testimony 
cited,  in  Minnesota  we  have  seen  a  significant  removal  of  plans 
from  the  risk-bearing  part  of  the  Medicare  market  to  something 
that  is  safer,  because  the  incentive  for  staying  in  is  to  lose  money, 
and  that  is  an  incentive  that  will  keep  people  away  from  an  effec- 
tive program. 

So  another  question  that  needs  to  be  raised  in  the  context  that 
your  question  implies  is,  what  do  we  need  to  do  to  build  upward 
and  off  of  the  experience  that  we  have  and  certainly  at  the  same 
time  avoid  further  incentives  for  causing  the  deterioration  of  a  pro- 
gram. And  we  are  at  risk  in  Minnesota  of  seeing  further  deteriora- 
tion in  what  we  believe  to  be  effective  Medicare  programs. 

Mr.  Miller.  Thank  you. 

Chairman  Kasich.  Mr.  Sabo. 

Mr.  Sabo.  Thank  you.  I  would  suggest  to  members,  if  they 
haven't  looked  at  page  11  of  Dr.  Ehlen's  testimony,  that  you  take 
a  look  at  the  variations.  They  are  dramatic. 
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In  Hennepin  County,  which  is  Minneapolis,  it  is  $362;  Kings 
County,  New  York  City,  is  $646;  Philadelphia  is  $625;  L.A.,  $558; 
Dade  County,  $615. 

Is  health  care  that  much  more  expensive  in  those  counties  than 
in  Minneapolis? 

Dr.  Ehlen.  I  practiced  for  15  years  in  Minneapolis  and  nowhere 
else,  so  I  can't  from  firsthand  experience  know  that.  But  my  intui- 
tion says,  no,  it  isn't  that  much  more  expensive. 

Mr.  Sabo.  Labor  costs  aren't  that  much  higher? 

Dr.  Ehlen.  No,  they  are  not,  nor  is  the  cost  of  technology. 

Mr.  Sabo.  In  most  of  the  rural  counties  of  our  State,  and  I  expect 
most  of  the  other  rural  counties  around  the  country,  the  reimburse- 
ment rate  would  be  even  lower  than  Hennepin  County. 

Dr.  Ehlen.  That  is  true  throughout  the  State  of  Minnesota. 

Mr.  Sabo.  Which  makes  it  virtually  impossible  to  offer  an  HMO. 

Dr.  Ehlen.  The  disincentive  to  try  to  make  an  HMO  program 
work  in  rural  areas  of  Minnesota  is  very  high,  and  to  the  point  of 
our  testimony  around  the  advantage  that  Medicare  Select  would 
give  us  to  offer  choices  to  seniors  in  rural  areas. 

Mr.  Sabo.  What  is  the  premium  you  charge?  $50  to  $150  a 
month? 

Dr.  Ehlen.  Yes,  the  most  popular  programs,  Congressman  Sabo, 
are  those  that  cost  between  $55  and  $75.  We  are  compelled  to  offer 
a  high-benefit  program  that  is  rarely  taken  advantage  of  with  the 
$150  per  month  premium.  We  provide  a  comprehensive  set  of  bene- 
fits with  programs  that  require  in  Minnesota  a  premium  supple- 
ment in  the  range  of  $60  to  $80  per  month. 

Mr.  Sabo.  In  some  parts  of  the  country,  can  HMO's  be  offered 
as  an  option  without  any  supplemental  premium? 

Dr.  Ehlen.  There  are  many  parts  of  the  country  where  no  pre- 
mium is  required.  That  is  correct. 

Mr.  Sabo.  And  that  is  because  the  per  capita  reimbursement  rate 
from  the  Federal  Government  is  higher? 

Dr.  Ehlen.  These  kinds  of  rates  look  pretty  good  to  us,  and  we 
would  love  to  try  to  manage  our  business  with  some  of  these  rates. 
That  is  correct. 

Mr.  Sabo.  In  some  cases,  even  expanded  services. 

Dr.  Ehlen.  There  is  no  question.  As  I  pointed  out,  we  have  over 
time  actually  reduced  the  array  of  benefits  that  we  have  been  able 
to  provide  in  order  to  price  these  products  so  that  they  would  con- 
tinue to  serve  in  a  fashion  that  would  sustain  satisfaction  and  re- 
tention with  the  Medicare  beneficiary  population  that  we  serve. 

Mr.  Sabo.  Dr.  Roper,  can  we  blame  you  all  since  you  used  to  be 
at  HCFA? 

Dr.  Roper.  No,  sir.  We  could  claim  that  we  have  solved  the  prob- 
lem. But  the  statute  that  sets  this  program  in  place  was  passed  in 
1982,  and  it  provides  for  a  rigorous  and  cumbersome  calculation. 
It  looks  at  how  much  the  fee-for-service  system  costs  in  a  local 
county  market  and  then  builds  up  from  there  to  produce  the  rates 
that  you  see.  Those  don't  make  sense.  I  would  fully  agree  with  you. 

In  1986,  when  I  was  HCFA  Administrator,  I  appointed  a  task 
force  of  outside  experts  to  come  up  with  a  better  formula  for  us, 
and  they  worked  on  it.  There  are  some  good  ideas  out  there.  But 
it  will  require  a  change  in  the  underlying  law,  the  TEFRA  1982 
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statute.  It  is  not  just  that  there  are  some  bureaucrats  down  in  the 
Humphrey  building  that  you  want  to  gang  up  on.  They  can't 
change  it  unless  you  change  it. 

Mr.  Sabo.  Dr.  Roper,  does  it  make  sense  to  have  Medicare  in 
part  A  and  part  B  anjrmore,  to  in  some  cases  have  different  compa- 
nies administering  part  A  and  part  B? 

Dr.  Roper.  No,  sir,  it  doesn't.  But  if  you  are  asking  how  difficult 
would  it  be  to  combine  those  two,  it  is  the  sort  of  thing  that  ought 
to  be  done  with  a  view  toward  making  Medicare  a  program  that 
emphasizes  choice  across  a  variety  of  delivery  vehicles  like  what  we 
have  been  talking  about  this  morning.  And  if  you  do  that,  the  dis- 
tinction between  part  A  and  part  B  goes  away. 

Mr.  Sabo.  Increasingly,  that  makes  less  and  less  sense  as  we 
move  from  providing  services  in  different  locations. 

Am  I  wrong  when  I  assume — that  is,  we  ask  for  bids  on  admin- 
istering the  payment  part  of  Medicare,  that  we  are  primarily  con- 
cerned over  who  can  handle  the  paperwork  most  efficiently? 

Dr.  Roper.  Who  answers  the  telephone  fastest  and  pays  the  bills 
the  cheapest  and  that  sort  of  thing,  yes,  sir. 

Mr.  Sabo.  In  effect,  managing  the  fee-for-service  system  is  not 
part  of  that  bidding  process. 

Dr.  Roper.  If  you  will  bear  with  me,  I  will  tell  you  a  personal 
story  that  illustrates  your  point.  When  I  v/as  HCFA  Administrator, 
I  had  a  budget  hearing  before  Secretary  Bowen,  and  we  were — I 
started  to  say  "arguing."  We  were  discussing  issues  about  how 
much  Medicare  outlays  were  going  to  be  in  that  next  year,  and  we 
were  discussing  the  various  components  of  what  we  were  going  to 
do,  and  we  were  discussing  them  in  terms  of  tens  of  billions  of  dol- 
lars, figures  like  $10.9  billion,  $8.1  billion,  and  so  on.  We  at  last 
got  around  to  discussing  HCFA's  administrative  budget,  which  was 
at  that  point  $1  billion.  And  they  started  asking  all  sorts  of  ques- 
tions about  $5  million  here  and  $5  million  there.  And  I  said,  "Ex- 
cuse me,  Mr.  Secretary.  We  are  talking  about  the  things  that  will 
control  those  tens  of  billions  of  dollars,  and  we  need  some  invest- 
ment in  our  ability  to  do  that  if  we  are  going  to  manage  the  care 
and  save  money." 

That  is  your  point,  sir,  but  the  further  point  that  I  would  strain 
to  make  is  what  HCFA  has  done  under  its  traditional  indemnity 
structure  is  to  make  life  unpleasant  for  doctors  by  hassling  them. 

What  we  are  talking  about  is  a  much  different  framework  of 
managed  care  that  is  done  with  doctors  freely  participating  as  part- 
ners, and  it  is  an  entirely  different  way  of  getting  the  job  done 
much  more  effectively. 

Mr.  Sabo.  I  thank  you. 

Chairman  Kasich.  Let  me  just  say  to  Dr.  Roper,  I  am  currently 
working  on  some  legislation  to  try  to  impact  the  1982  law  that  sets 
these  rates  and  kind  of  locks  us  in.  What  would  your  sense  be  theo- 
retically about  the  ability  of  instituting  a  competition  system 
among  HMO's  in  particular  areas? 

If  you  go  to  Texas  where  they  have  very  low  fee-for-service  rates, 
it  doesn't  become  very  practical,  in  some  sense,  to  have  HMO's.  I 
would  argue  it  may  be  different  in  Minnesota  iDecause  of  the  his- 
tory of  where  they  have  been  in  that  State.  But  if  you  take  Florida, 
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Arizona,  California,  there  is  clearly  a  need  to  force  competition 
among  these  competing  networks. 
Does  that  make  sense  to  you? 

Dr.  Roper.  It  makes  a  lot  of  sense.  You  would  have  to  phase  it 
in  over  a  few  years,  perhaps  blend  it  initially  with  the  current  pay- 
ment methodology.  But  what  some  smart  people  have  suggested  is 
a  notion  of  going  in  market  by  market,  like  Texas  in  your  example, 
and  sa3dng,  'What  is  your  proposal  to  offer  this  standard  package 
of  benefits  to  the  Medicare  population?  In  what  capacity?  How 
many  members  can  you  take?"  And  then  determining  how  much 
Medicare  will  pay  in  that  market  based  on  perhaps  the  weighted 
average  or  the  40th  percentile  or  some  number  that  is  based  on 
what  the  proposals  from  the  offering  health  plans  would  be. 

Chairman  Kasich.  Let  me  ask  all  three  of  you,  how  long  would 
it  take  in  your  judgment  to  be  able  to  move  people  by  incentives 
into  a — I  was  amazed.  Dr.  Ehlen,  to  see  the  points  you  made  in 
here  that  managed  care  has  higher  quality — I  mean,  I  couldn't  be- 
lieve that  testimony  you  had. 

Dr.  Ehlen.  It  is  true. 

Chairman  Kasich.  Is  it  true?  Tell  me.  Say  it  is  so. 

Dr.  Ehlen.  It  is  true.  The  gratifying  part  of  this  is  that  we  do 
have  high  retention.  We  don't  see  a  lot  of  churning  of  a  population 
that  is  vulnerable  and  needs  stability  and  needs  confidence  that 
they  can  get  to  care  providers  and  needs  confidence  that  they  can 
get  the  kind  of  care  that  I  talked  about  in  my  story  which  has  to 
do  with  nontraditional  sorts  of  needs  to  keep  people  away  from  doc- 
tors and  away  from  the  hospital,  where  the  costs  are  driven.  And 
we  can  do  that. 

My  answer  to  your  question,  Mr.  Chairman — it  is  a  very  impor- 
tant question.  What  is  the  pace  of  change  that  we  can  expect  to  do 
the  job  right?  And  we  need  years.  We  can't  do  this  in  months.  But 
it  should  be  pointed  out  that  the  elements,  for  instance,  that  we 
find  in  Minnesota,  which  is  a  population  that  can  appreciate  orga- 
nized systems  of  care,  an  employer  market  that  insists  upon  inno- 
vation and  creativity,  and  a  group  of  providers  that  are  willing  to 
try  to  create  changes,  that  isn't  unique  to  Minnesota.  And  it  can 
be  found,  if  properly  structured,  in  other  parts  of  the  country,  and 
we  would  strongly  encourage  the  Congress  to  find  the  incentives  to 
set  these  competitive  systems  up  in  other  parts  of  the  country,  and 
they  will  work  if  given  enough  time. 

Chairman  Kasich.  Let  me  ask  if  all  three  of  you  could  kind  of 
give  me  an  outline  as  to  what  you  would  do  to  get  there.  Could  you 
do  that  for  me?  What  laws  do  you  think  should  be  changed  in  what 
ways?  Obviously,  the  1982  law  needs  to  be  changed.  Procedurally, 
how  would  you  get  there  and  what  do  you  think  is  a  realistic  period 
of  time?  And  what  kind  of  savings  you  would  see? 

I  know  you  have  done  a  lot  of  this  work,  and  we  are  doing  a  lot 
of  this  work.  But  it  would  structurally  be  helpful  to  us. 

Dr.  Roper.  I  would  be  happy  to  supply  that.  Your  last  point,  I 
would  just  comment  on  the  savings  achieved.  The  savings  to  be  had 
from  managed  care  depend  entirely  on  what  you  do  to  the  rest  of 
the  program,  the  underlying  traditional  Medicare.  And  to  the  ex- 
tent you  constrain  it  dramatically,  which  is  being  discussed  in 
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Washington,  obviously,  that  will  induce  people  to  join  managed 
care. 

I  would  urge  that  you  not  simply  whack  away  at  the  payment 
rates  to  managed  care  plans  because  you  will  defeat  the  very  thing 
you  are  trying  to  accomplish.  You  have  got  to  squeeze  the  basic 
Medicare  program. 

Chairman  Kasich.  Mr.  Largent. 

Mr.  Largent.  Dr.  Roper,  what  do  you  mean  "squeeze?"  Can  you 
expand  on  that  last  comment? 

Dr.  Roper.  My  colleague  from  Prudential  who  is  with  me  is  cau- 
tioning me  to  go  gently  on  this  point,  so  I  will  be  somewhat  expan- 
sive in  my  answer.  The  traditional  things  that  have  been  done  to 
constrain  the  growth  of  the  Medicare  program  is  what  I  am  talking 
about — the  increase  in  hospital  rates,  restraining  the  increase  in 
pajrment  rates  to  physicians,  all  of  the  other  components  of  tradi- 
tional Medicare.  What  I  am  talking  about  are  the  kinds  of  things 
that  the  Congress  has  done  in  previous  years  to  try  to  lower  the 
rate  of  increase;  not  cut  the  Medicare  program  but  lower  the  rate 
of  increase  in  the  Medicare  program. 

I  would  judge  that  you  are  going  to  have  to  be  engaged  in  that 
kind  of  activity  again  this  year  to  achieve  the  targets  that  you  are 
setting  for  yourself.  And  my  argument  is,  as  you  do  that,  it  pro- 
vides an  opportunity  to  demonstrate  that  managed  care  can  do  its 
job  even  better  than  the  underlying  fee-for-service  system  can. 

Mr.  Largent.  Isn't  it  your  opinion  that  that  is  sort  of  a  short- 
term  remedy,  and  we  need  to  be  thinking,  in  terms  of  cutting  doc- 
tors' pay  or  hospital  reimbursement,  whatever? 

Dr.  Roper.  Sure. 

Mr.  Largent.  Those  are  sort  of  some  short-term  remedies  that 
we  have  tried  for  a  long  time,  and  there  is  only  so  much  blood  you 
can  squeeze  out  of  the  turnip. 

Dr.  Roper.  That  is  all  true,  and  that  is  why  I  am  arguing  that 
over  time— and  the  chairman  earlier  was  saying  how  much  time. 
My  answer  would  be  3  to  5  years  for  the  major  transition,  but  over 
time  to  transition  the  program  to  where  it  is  a  program  that  enti- 
tles people  to  enroll  at  their  choice  in  a  variety  of  competing  health 
plans  and  then  pays  those  plans  under  a  new  methodology  like  we 
have  been  discussing.  That  would  take  the  Congress  out  of  the 
business  of  arguing  over  how  much  to  pay  an  orthopedist  or  how 
much  to  pay  an  anesthesiologist  or  whatever. 

Mr.  Largent.  Dr.  Ehlen,  Mr.  Sabo  illustrated_some  examples  of 
HMO's  not  really  working  as  well  in  Minnesota.  Do  those  same  dy- 
namics in  the  rural  communities  in  Minnesota  apply  to  other  forms 
of  managed  care  besides  HMO's? 

Dr.  Ehlen.  If  the  question  is  whether  there  are  examples  of 
managed  care  that  work  well  in  rural  areas  that  are  non-Medicare, 
that  is  a  challenge  for  us.  It  opens  a  set  of  questions  around  the 
supply  of  primary  care  physicians.  It  raises  questions  about  how 
far  should  people  have  to  drive  to  get  to  a  care  delivery  facility. 

My  answer  is  that  there  should  be  nothing  that  would  preclude 
a  well-constructed  managed  care  program  from  working  in  a  rural 
area,  and  there  are  many  examples,  some  in  Minnesota.  I  can 
think  of  two  plans  in  particular  that  are  doing  very  well.  Once  they 
have  addressed  some  of  those  unique  questions  that  require  ad- 


79 


dressing  local  issues,  keeping  control  locally  among  employers,  citi- 
zens, and  providers  where  it  needs  to  stay.  And  in  other  parts  of 
the  country,  there  are  examples  as  well. 

We  have  to  learn  from  those  and  apply  them  in  other  areas.  It 
is  a  tougher  challenge  to  implement  effective  care  management 
programs  in  rural  areas  of  this  country. 

Mr.  Largent.  Mr.  Matthews. 

Mr.  Matthews.  My  sense  is  that  Dr.  Roper  may  be  a  little  bit 
optimistic  in  the  time  it  takes  to  get  this  done,  and  there  are  two 
basic  reasons.  For  the  first  part,  as  they  are  talking  about,  it  is 
hard  to  get  managed  care  implemented  in  rural  areas;  there  are 
just  not  enough  people  to  make  it  effective  in  many  cases.  Sec- 
ondly, the  other  problem  is  that  you  have  got  a  great  deal  of  resist- 
ance out  there  among  the  population  toward  managed  care. 

One  of  the  perceptions  of  the  Clinton  health  care  plan  was  that 
it  would  be  moving  people  into  managed  care,  and  a  great  many 
people  were  opposed  to  that.  Arguments  came  out  that  it  would 
lead  to  rationing  and  other  things.  Whether  or  not  that  is  true,  the 
perception  was  that  managed  care  does  do  that,  and  there  is  a 
great  deal  of  resistance  to  it. 

To  the  extent  that  notion  is  wrong,  trying  to  educate  people  in 
an  opposite  direction  is  going  to  take  some  time.  That  is  why  what 
you  need  is  a  medical  savings  account  option  out  there  so  that  if 
people  like  the  managed  care  element  for  Medicare,  they  can  move 
into  that.  But  if  you  are  in  the  rural  area  where  managed  care  may 
not  work  very  well,  if  you  feel  like  you  are  opposed  to  managed 
care  and  you  feel  like  you  may  be  shorted  in  the  treatment  or  the 
therapy,  then  you  have  a  third  option,  and  that  third  option,  the 
Medicare  medical  savings  account,  would  permit  people  to  be  able 
to  keep  part  of  the  money  that  they  aren't  spending. 

The  problem  that  you  have  in  all  of  these  systems  is  people  have 
somebody  else  making  their  decisions  about  health  care  rather 
than  the  patient.  We  want  to  try  to  get  the  money  back  to  the  pa- 
tient and  let  them  be  the  prudent  shoppers  out  there. 

Mr.  Largent.  Be  the  consumers. 

Let  me  throw  out  an  argument  that  has  been  made  about  moving 
Medicare  toward  managed  care,  and  that  is,  there  may  not  be  the 
savings  realized  in  the  Medicare  population  that  there  would  be  in 
the  general  population  as  a  whole  because  we  are  dealing  with  the 
elderly.  How  would  you  respond  to  that  argument? 

Dr.  Ehlen.  That  it  is  an  argument  that  we  should  deal  with  very 
effectively.  This  is  a  population  that  drives  costs  faster,  that  is  mis- 
treated more  often  than  any  other.  We  have  enormous  questions 
around  how  technology  is  applied,  either  appropriately  or  inappro- 
priately. We  have  a  population  that  is  vulnerable,  and  my  story 
about  an  old  woman  who  may  be  at  risk  to  fall  down  in  the  house 
makes  it  our  business  to  worry  about  what  that  house  is  like. 

There  is  a  lot  we  can  do  for  this  population  if  we  organize  our 
systems  properly,  an  enormous  savings.  In  our  organization,  we 
pay  between  $900  million  and  $1  billion  in  health  care  benefits 
each  year.  With  20  percent  of  our  population  of  members  being 
Medicare,  that  drives  about  40  percent  of  the  revenue.  The  fund 
that  we  have  to  be  stewards  of  is  so  much  greater  for  this  popu- 
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lation  that  intuition  would  say  there  is  a  great  deal  more  oppor- 
tunity, and  we  believe  there  is. 

Mr.  Largent.  Thank  you. 

Mr.  Miller  [presiding].  Mr.  Orton. 

Mr.  Orton.  Thank  you,  Mr.  Chairman.  And  thank  you  to  the 
panelists  for  being  here.  I  apologize  for  not  being  able  to  hear  your 
verbal  testimony.  I  was  in  another  meeting.  If  the  questions  I  ask 
have  already  been  answered,  maybe  you  can  manipulate  the  ques- 
tion a  little  and  answer  the  part  of  it  that  hasn't  yet  been  an- 
swered. 

I  would  like  to  follow  up  on  what  Mr.  Largent  has  been  asking. 
My  two  principal  concerns  with  managed  care  for  Medicare  recipi- 
ents in  my  district  is,  first  of  all,  the  rural  care  issue.  Most  of  my 
geographical  area  is  very  rural,  and  I  was  interested.  Dr.  Ehlen, 
that  you  indicated  that  the  major  points  are  how  far — ^you  have  to 
make  a  decision  how  far  you  are  going  to  require  people  to  travel. 

In  my  district,  if  you  tell  people  on  Medicare  you  have  to  travel 
to  Salt  Lake,  you  can  get  reasonable  HMO  care  at  a  reasonable 
price.  But  they  may  be  traveling  400  to  500  miles  each  direction 
to  get  there. 

I  am  very  concerned  that  the  cost  of  providing  a  managed  care 
kind  of  system,  when  applied  to  rural  areas  of  America  like  I  rep- 
resent, make  it  virtually  impossible  to  provide  the  needed  care 
under  that  kind  of  a  system.  But,  secondly,  my  other  concern  is 
that  the  Medicare  recipients  typically  are  the  highest-cost  recipi- 
ents in  the  system,  and  particularly  if  we  are  going  to  add  in  long- 
term  care  for  those  patients  in  the  last  years  of  their  life  when  they 
are  unable  to  care  for  themselves. 

Many  of  the  doctors  and  providers  in  my  district  are  already 
complaining,  telling  me  that  the  reimbursement  rates  that  Medi- 
care currently  pay  are  below  cost,  particularly  in  the  rural  areas. 
In  my  rural  areas,  the  rural  providers  get  a  lower  percentage  of  the 
Medicare  reimbursement  than  urban  providers.  And  so  it  is  already 
below  cost,  and  if  we  are  simply  going  to  say  the  way  we  are  going 
to  implement  managed  care  is  by  continuing  to  put  pressure  on  the 
Medicare  system  through  these  reimbursement  rates,  but  we  are 
going  to  apply  that  to  a  managed  care  situation,  which  in  a  rural 
area  isn't  even  as  cost-effective  as  what  we  now  have,  I  see  real 
problems  in  that  basic  concept. 

I  guess  the  other  concern  I  have  is  on  adverse  selection.  If  we 
are  going  to  create  a  system  where  people  go  out  and  choose  wheth- 
er to  be  in  an  HMO  or  a  separate  system,  and  if  they  are  willing 
to  pay  a  little  more,  then  they  get  fee-for-service  and  Medicare  will 
pay  this  portion;  and  then  if  you  are  well  off  enough,  if  you  have 
got  the  resources,  you  go  can  go  out  and  get  this  other  insurance 
policy  or  choose  the  other  system  where  you  pay  some  and  you  get 
the  good  care,  you  don't  have  to  wait,  you  get  the  doctor  you  want, 
you  get  it  in  your  community  without  having  to  travel  great  dis- 
tances for  it;  and  those  who  can't  afford  it  end  up  with  substandard 
care.  Or  if  they  are  not  going  to  get  substandard  care,  certainly  the 
costs  are  so  much  higher,  how  is  anyone  going  to  provide  this  care 
to  these  recipients  at  a  cost  that  the  Federal  Government  is  willing 
to  pay? 
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What  happens  if  you  don*t  require  every  provider  system  or  every 
payer  to  include  insurance  for  Medicare  patients,  if  you  just  leave 
this  totally  voluntary,  which  providers  or  payers  are  going  to  say, 
OK,  we  will  voluntarily  and  altruistically  set  up  this  plan  that  we 
are  going  to  lose  money  on,  to  provide  care  for  these  elderly  pa- 
tients that  are  a  higher-cost,  higher-risk  recipient  than  young,  em- 
ployed, single  white  males? 

Do  you  see  the  problem  there?  If  we  don't  put  some  sort  of  re- 
striction or  requirement  in  the  marketplace,  who  is  going  to  offer 
it  at  what  price?  And  what  happens  if  no  payer  or  provider  can 
offer  a  managed  care  plan  under  the  budget  that  we  are  going  to 
allocate  under  Medicare?  Then  what  do  we  do?  Do  we  simply  say 
to  these  people,  sorry,  since  no  one  wants  to  offer  it,  you  have  noth- 
ing to  choose  from?  Or — goodness,  I  got  carried  away.  I  am  sorry. 
Maybe  you  could  answer  any  one  of  those  questions  that  you  choose 
to. 

Dr.  Roper.  Sure.  Let  me  just  try,  and  I  will  be  as  brief  as  I  can. 

I  would  begin,  sir,  with  saying  Medicare  was  created  30  years 
ago,  and  the  issues  that  you  raise  are  substantial  issues  and  de- 
serve careful  attention  and  treatment.  But  if  those  are  the  obsta- 
cles that  keep  us  from  changing  Medicare,  then  10  years  from  now 
we  will  be  dealing  with  a  40-year-old  design  instead  of  a  modem 
program  that  meets  the  needs  of  its  beneficiaries. 

I  know  that  is  not  your  intention,  but  my  point  is  simply  those 
are  serious  issues  that  deserve  to  be  dealt  with  in  a  serious  fash- 
ion, and  I  would  be  happy,  along  with  many  others  I  know,  to  work 
with  you  to  find  solutions  to  them. 

For  example,  what  we  are  talking  about  is  not  abolishing  the  tra- 
ditional Medicare  program  overnight  but,  rather,  creating  this 
managed  care  option.  And  so  if  there  are  regions  of  the  country  or 
particular  areas  within  a  State  where  there  are  not  managed  care 
plans  to  serve  Medicare  beneficiaries,  there  will  still  be  the  under- 
Ijdng  Medicare  program  to  meet  their  needs. 

But  my  second  and  quick  point  would  be  that  I  think  the  general 
notion  that  we  will  not  be  successful  in  finding  new  forms  of  man- 
aged care  to  serve  the  needs  of  rural  Medicare  beneficiaries  is  a 
mistaken  notion.  Yes,  it  will  be  a  different  kind  of  HMO  than  we 
have  in  an  urban  setting,  but  I  think  there  are  ample  creative  peo- 
ple around  who  can  come  up  with  new  forms  of  managed  care,  and 
some  are  already  being  developed  in  commercial  business  lines  in 
rural  areas. 

I  will  stop  right  there. 

Dr.  Ehlen.  The  dilemma  that  you  outline  is,  as  Dr.  Roper  points 
out,  one  that  a  lot  of  people  have  wrestled  with.  Part  of  your  com- 
ment evokes  an  appropriate  discussion  around  responsibility, 
whether  it  be  the  individual  care  provider  or  the  system  that  he 
or  she  belongs  to.  And  it  has  to  do  with  your  comment  about 
whether  it  is  appropriate  to  ask  somebody  to  drive  500  miles  to  get 
care.  In  some  cases,  if  you  are  going  to  go  get  a  kidney  transplant. 
If  it  is  for  a  sore  throat,  absolutely  not. 

One  of  the  responsibilities  of  an  organized  system  of  care  that  we 
would  contemplate  is  to  be  held  accountable  for  the  effectiveness 
and  efficiency  of  the  care  that  is  delivered  and  try  to  solve  the  im- 
portant and  difficult  problem  around  access  that  is  found  in  your 
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area  and  so  many  other  parts  of  the  country.  Innovative  solutions, 
look  to  the  application  of  mid-level  practitioners.  Not  every  element 
of  care  that  we  today  think  needs  to  be  provided  by  a  medical  doc- 
tor necessarily  needs  to  be  provided  by  a  medical  doctor,  and  a 
nurse  clinician,  nurse  practitioner,  some  other  form  of  provider, 
could  be  enlisted  to  provide  those  services  and  achieve  some  mini- 
mum level  of  access  and  care  and  care  effectiveness  that  we  would 
have  to  hold  an  organization  responsible  to. 

The  other  point  that  I  would  make  has  to  do  with  incremental 
change.  The  kinds  of  problems  that  you  describe  that  are  so  preva- 
lent will  not  lend  themselves  to  a  magic  bullet  that  we  will  make 
up  and  say  here  it  is  for  rural  such-and-such.  It  will  be  taking  a 
series  of  steps  through  new  kinds  of  organizations  that  I  believe 
will  have  to  have  care  providers  near  the  center  of  the  planning 
and  communities  at  the  center  of  the  planning.  What  do  you  need 
out  here  in  this  region?  And  what  do  you  as  care  providers  wish 
to  say  about  how  we  provide  that? 

We  have  all  learned  in  some  very  tough  ways  that  if  you  come 
with  your  solution  and  give  it  to  somebody  who  doesn't  want  it, 
that  is  a  bad  use  of  energy.  And  we  have  all  been  burned  at  trying 
to  do  that.  So  a  difficult  problem,  incremental  change  is  the  ap- 
proach that  we  would  look  to  solving  some  of  these  difficult  prob- 
lems. 

Mr.  Matthews.  Let  me  just  address  a  couple  of  the  issues  that 
you  are  raising.  Your  point  about  having  to  drive  a  long  distance 
is  accurate,  and  one  of  the  concerns  that  we  have  about  pushing 
everyone  into  managed  care  or  encouraging  everyone  to  join  man- 
aged care,  is  that  it  in  essence,  becomes  an  unfunded  mandate  in 
that  we  are  not  going  to  pay  to  have  a  doctor  close  to  you,  so  you 
have  got  to  drive  the  400  or  500  miles;  but  we  won't  consider  that 
in  the  cost  of  health  care  because  that  is  a  burden  upon  you.  So 
the  burden  becomes  upon  you,  and  we  call  it  a  higher  quality,  less 
costly  system. 

The  other  thing  I  would  like  to  address  is  the  notion  of  the 
amount  of  money  going  into  the  health  care  system  and  what  that 
does  to  the  system.  Let  me  put  on  my  hat  as  an  ethicist  for  a  hos- 
pital and  a  medical  school  in  Dallas.  In  terms  of  decisions  and  the 
kind  of  care  that  you  give,  there  is  always  a  balance  between  the 
money  and  the  medical  benefit  that  is  going  to  be  derived.  How 
much  is  this  going  to  cost,  and  what  is  the  medical  benefit  to  be 
achieved  by  this? 

I  would  argue  that  managed  care  networks  do  a  pretty  good  job 
of  providing  preventive  care,  primary  care,  basic  care,  things  of 
that  nature,  going  out  and  cleaning  up  somebody's  house  to  help 
them.  That  is  cheap,  though.  That  doesn't  cost  a  lot  of  money. 

Where  you  really  have  the  problems  is  when  you  have  very  ex- 
pensive, chronic  care.  Does  this  person  have  a  good  chance  of  sur- 
viving this  operation?  Do  we  spend  the  extra  money?  Medicare  in 
the  past  has  been  good  about  going  ahead  and  providing  that  care. 
In  many  cases,  I  think,  money  is  being  spent  that  really  was  not 
best  spent  on  this  person,  prolonging  a  life  that  maybe  shouldn't 
have  been. 

The  concern  is — and  this  varies  with  the  system — ^that  under 
managed  care  they  may  be  denied  some  of  the  therapy  that  some- 
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body  might  be  able  to  provide.  That  is  the  concern.  My  guess  is 
that  in  some  cases  it  occurs  and  in  some  cases  it  doesn't. 

What  we  are  concerned  about,  though,  is  you  cannot  judge  qual- 
ity in  that  area  because,  as  an  ethicist,  I  can  tell  you  any  physician 
at  certain  points  can  cover  that  so  that  they  can  say  there  is  noth- 
ing more  we  can  do  for  this  person,  when  maybe  there  was  some- 
thing more  they  could  do  or  maybe  there  was  a  little  bit  of  benefit 
if  you  wanted  to  spend  the  extra  inoney. 

Under  the  current  system  now.  Medicare  goes  ahead  and  spends 
that  money.  Managed  care  in  some  cases  will  cut  it,  and  in  some 
cases  that  is  a  good  addition  to  the  efficiency.  What  we  would  like 
to  do  is  see  that  money  returned  as  much  as  possible  back  to  indi- 
viduals and  let  them  make  those  decisions  themselves  rather  than 
somebody  making  those  decisions  for  them. 

Mr,  Orton.  Thank  you,  Mr.  Chairman.  I  apologize  to  the  com- 
mittee for  the  length  of  my  question.  ^ 

Mr.  Brownback  [presiding].  You  had  a  good  10  minutes.  But  it 
was  good. 

Grentlemen,  a  real  quick  question.  I  think  you  have  covered  this 
some  earlier,  but  if  you  could  succinctly  put  your  answer.  We  have 
heard  from  a  lot  of  people  this  morning  saying  we  need  fundamen- 
tal changes  in  the  Medicare  system,  the  cost  of  it  and  the  driving 
that  it  is  doing  in  the  Federal  Government,  and  a  lot  of  private 
companies  have  done  that.  How  do  we  get  or  can  we  get  the  public 
ready  to  accept  major  changes  in  Medicare?  Several  of  you  sug- 
gested some  ways,  but  I  would  appreciate  a  succinct  putting  of  you 
need  to  do  these  sorts  of  things  to  get  that  to  occur.  What  would 
they  be?  Dr.  Roper. 

Dr.  Roper.  I  think  what  you  are  talking  about  is  not  so  much 
the  technical  changes  to  the  program,  but  the  

Mr.  Brownback.  It  is  the  willingness  to  accept  major  and  fun- 
damental change. 

Dr.  Roper.  You  have  asked,  sir,  what  is  probably  the  most  far- 
reaching  question  that  you  could  ask  today. 

Mr.  Brownback.  And  the  light  is  running,  so  I  would  just  like 
to  get  a  couple  of  points  of  what  you  would  do,  specifically. 

Dr.  Roper.  What  I  think  it  needs  is  a  bipartisan  approach,  be- 
cause, frankly,  you  can't  do  the  basic  change  that  needs  to  be  done 
if  you  are  squabbling  politically.  Secondly,  it  needs  to  be  done  with 
a  long-range  public  education  program  on  what  the  limits  of  medi- 
cine are  and  try  to  make  people's  expectations  of  what  they  are 
going  to  get  out  of  a  health  care  system  much  more  realistic  than 
they  have  been. 

Those  would  be  my  two  suggestions  to  you. 

Dr.  Ehlen.  We  are  going  to  struggle,  as  we  are  today,  unless  all 
the  stakeholders  get  in  the  tent  to  solve  this  one  together.  There 
are  many  different  points  of  view.  The  beneficiary  him-  or  herself 
needs  to  be  represented  adequately.  The  care  providers  need  to  be 
at  the  table.  Those  of  us  who  are  trying  to  facilitate  these  trans- 
actions should  be  at  the  table,  and  then  the  right  questions  need 
to  be  asked.  As  long  as  one  or  another  stakeholder  is  kept  outside, 
the  solutions  will  not  be  forthcoming. 

The  other  comment  I  would  make  has  to  do  with  a  clear  recogni- 
tion or  best  guess  around  what  is  the  time  that  we  need  to  make 
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the  fundamental  changes.  If  we  move  too  fast,  we  will  make  mis- 
takes, and  we  will  set  ourselves  backward  rather  than  moving  for- 
ward. Unfortunatelv,  the  kinds  of  structural  changes  that  we  are 
talking  about  are  tnose  that  are  going  to  take  more  time  than  we 
are  going  to  be  comfortable  in  giving. 

Much  of  our  health  care  costs  in  the  year  2000  are  going  to  be 
driven  by  diseases  like  diabetes  and  degenerative  arthritis  and 
AIDS,  chronic  disorders,  and  we  need  to  be  willing  to  structure  our 
system  so  that  we  can  be  willing  to  invest  today  to  get  costs  and 
savings  out  of  the  system  sometime  down  the  road.  Diabetes  is  a 
good  example.  If  we  invest  today,  we  may  not  for  5  or  10  years  see 
the  benefit  in  terms  of  a  kidney  that  doesn't  need  to  be  trans- 
planted or  an  eye  that  doesn't  need  to  be  treated  with  a  laser 
beam. 

That  doesn't  happen  overnight,  and  it  is  a  great  challenge  for  us. 

Mr.  Matthews.  The  political  problem  you  have  is  presenting 
something  to  the  elderly  population  out  there  in  which  they  feel 
like  they  are  benefiting  from  that.  If  you  present  something  to 
them  that  they  feel  like  they  are  truly  benefiting,  you  will  have  to 
hold  them  back  from  going  into  the  system. 

That  is  why  we  are  suggesting  giving  them  an  option  in  which 
people  can  financially  benefit.  Currently,  many  companies  have  al- 
ready gone  on  to  a  medical  savings  account  plan.  We  have  done  so 
at  the  National  Center  for  Policy  Analysis.  There  is  not  a  one  of 
us  who  would  change  it  to  go  back  to  a  traditional  indemnity  type 
of  plan  that  we  had,  which  works  something  like  Medicare  does 
under  our  old  traditional  insurance  plan,  because  we  all  feel  that 
we  are  financially  benefiting  from  that. 

If  you  structure  the  incentives  right,  you  will  have  people  move 
in  there  and  you  won't  have  to  worry  about  that  problem. 

Mr.  Brownback.  Thank  you  very  much.  So  a  bipartisan  ap- 
proach, long-range  public  education,  and  it  is  going  to  take  quite 
a  bit  of  time  to  be  able  to  get  this  done.  But  if  we  can  move  some 
early  steps  of  a  medical  savings  account  and  people  can  see  some 
benefits,  that  would  be  the  way  we  could  get  it  done?  No  objection? 

We  will  go  to  Mr.  Pomeroy,  then.  Or  do  you  have  an  objection 
here? 

Dr.  Ehlen.  I  am  compelled  to  talk  about  medical  savings  ac- 
counts a  little  further.  There  is  a  concern  that  unless  structured 
properly,  incentives  such  as  a  medical  savings  could  lead  to  people 
avoiding  the  kind  of  care  that  they  need  to  get.  When  you  let  peo- 
ple who  need  care  make  a  choice,  they  may  choose,  either  because 
they  don't  recognize  the  need  or  for  some  other  reason,  to  spend 
those  dollars  on  something  else.  And  we  have  learned  over  and 
over  again  when  we  avoid  care  early  on  in  the  process  of  need,  we 
will  pay  more  than  we  should  have  at  the  end  when  care  can't  be 
avoided.  So  we  worry  about  the  incentives  that  a  medical  savings 
account  might  put  in  front  of  people  to  actually  avoid  the  kind  of 
prevention  that  we  need  to  begin  to  achieve  so  drastically  if  we  are 
going  to  get  our  arms  around  some  of  these  problems. 

Mr.  Brownback.  Mr.  Pomeroy. 

Mr.  Pomeroy.  Thank  you,  Mr.  Chairman. 

I  am  very  interested  in  your  testimony,  Dr.  Ehlen.  I  would  en- 
courage you  to  look  West  and  bring  your  HMO  on  over  to  North 


85 


Dakota.  We  have  been,  unfortunately,  lagging  way  behind  in  terms 
of  managed  care,  essentially  because  we  haven't  had  the  private 
sector  dimension  that  pushes  it.  With  small  employers  and  farmers 
predominant  in  North  Dakota,  we  simply  haven't  had  the  larger 
corporate  benefit  plans  that  I  think  have  been  the  driving  force  be- 
hind establishing  managed  care  delivery  systems  throughout  the 
country.  So  come  on  over. 
Dr.  Ehlen.  Thank  you. 

Mr.  POMEROY.  Dr.  Roper,  it  is  good  to  see  you  again.  I  am,  for 
the  record,  a  real  fan  of  everything  you  have  accomplished  in  the 
public  sector,  and  I  am  interested  in  your  private  sector  experi- 
ences. 

Dr.  Roper.  Thanks 

Mr.  PoMEROY.  What  concerns  me  about  this  hearing  is  very 
much  where  it  is  going.  Here  is  what  I  think  these  hearings  are 
about.  These  hearings  are  about  getting  on  the  record  that  we  can 
make  some  tremendous  savings  in  Medicare,  and  by  the  time  this 
committee  is  in  its  May  deliberations,  you  are  going  to  see  a  huge 
bite  out  of  the  Medicare  budget. 

Now,  that  would  be  180  degrees  different  in  terms  of  approaching 
the  problem  than  essentially  you  have  outlined  for  us,  where  the 
plan  needs  to  be  carefully  considered,  options  need  to  be  made 
available,  transition  time  lines  need  to  be  set.  It  needs  to  be  ap- 
proached, in  other  words,  from  a  policy  perspective  instead  of  the 
whole  thing  driven  in  a  fairly  short  timeframe  based  on  budget  sav- 
ings, which  would  produce  an  uproar  and  set  the  whole  effort  back 
on  its  heels,  I  expect. 

I  ran  for  Congress  in  1992  because  I  thought  we  were  going  to 
have  a  wonderful  opportunity  to  make  some  meaningful  health 
care  reform.  Needless  to  say,  the  last  session  was  a  deep  dis- 
appointment to  me,  as  to  the  rest  of  the  country,  regarding  health 
care  reform.  And  I  think  that  speaks  certainly  to  the  proposition 
that  too  much  too  fast  will  not  go.  It  has  to  be  carefully  considered. 

Do  any  of  you  care  to  respond  to  that  general  precept? 

Dr.  Roper.  We  should  not  say  let's  go  to  managed  care  and  we 
will  save  a  whole  bunch  of  money.  What  I  am  saying  is  I  believe, 
as  you  just  articulated,  there  is  going  to  be  a  driving  push  to  save 
a  fair  amount  of  money  in  the  basic  Medicare  program;  and  while 
you  are  working  on  that  over  the  next  months,  create  a  parallel 
track,  that  is,  simplifying,  expanding  opportunities,  making  more 
hospitable  the  managed  care  alternatives  for  the  traditional  Medi- 
care program.  And  then  whatever  savings  you  achieve  in  1  or  5  or 
10  years  in  the  traditional  Medicare  program,  there  will  be  this 
transformation  as  people  move  into  managed  care. 

But  just  to  look  back,  I  would  urge  you  not  go  into  it  and  say 
we  are  going  to  save  a  lot  of  money  through  managed  care. 

Dr.  Ehlen.  I  hope  to  complement  that  thought,  a  reality  check 
around  the  fact  that  although  we  get  a  lot  of  mileage  out  of  all  the 
rhetoric  that  we  produce  around  managed  care  and  Medicare  be- 
cause we  are  proud  of  what  we  are  doing,  it  is  only  9  percent  of 
the  Medicare  population  that  is  currently  enrolled  in  managed  care 
programs.  So  there  is  a  lot  of  room  for  improvement  if  we  believe 
what  some  of  us  are  doing  will  make  a  difference.  But  it  will  take 
time. 
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Mr.  Matthews.  I  think  the  difficulties  in  achieving  the  cost  sav- 
ings for  your  area,  your  State,  are  going  to  be  large  because  man- 
aged care  works  best  when  there  is  competition  among  large  com- 
peting managed  care  networks  to  keep  the  costs  down.  That  was 
part  of  the  idea  behind  managed  competition. 

When  you  get  out  to  the  rural  areas,  even  if  you  can  structure 
a  managed  care  network,  as  the  gentlemen  are  suggesting  may  be 
done,  it  is  going  to  be  hard  to  get  competition  because  you  are  not 
going  to  have  competing  people.  You  may  be  able  to  set  certain 
physician's  fees  and  get  some  kind  of  control  over  the  costs,  but  I 
doubt  when  you  get  in  the  rural  areas  you  will  get  those  costs 
greatly  under  control. 

Mr.  POMEROY.  A  concern  of  mine  is,  as  we  make  Medicare  cuts 
and  it  is  going  to  be  the  beneficiaries  and  the  providers  kind  of 
scrambling  to  see  how  that  gets  sorted  out,  ultimately  the  hit  will 
fall  on  the  beneficiaries.  They  won't  necessarily  have  more  of  an 
appropriate  utilization  or  a  more  efficient  care  delivery  system. 
They  will  have  essentially  the  same  care  delivery  system.  They  will 
just  have  fewer  dollars  with  which  to  buy  their  medical  services. 
That  concerns  me  a  lot. 

My  time  has  expired,  Mr.  Chairman.  Thank  you  very  much. 

Mr.  Shays  [presiding].  The  time  of  the  gentleman  has  expired. 

Mr,  Largent,  we  will  go  through  a  second  pass  here. 

Mr.  Largent.  Just  real  quickly,  I  am  interested  to  talk  to  Dr. 
Ehlen  and  Dr.  Roper.  Have  either  of  your  insurance  companies 
done  any  kind  of  demonstration  projects  where  you  have  used 
health  care  managers  to  go  into  folks'  homes  and  just  make  sure 
that — ^you  are  nodding  yes.  I  won't  ask  any  more  questions. 

Dr.  Roper.  I  will  let  Dr.  Ehlen  expand  at  length,  but  what  is 
happening  in  our  plans  and  others  is  the  use  of,  as  you  call  them, 
health  care  managers  to  deal  with  people  with  chronic  illnesses. 
Those  are  the  individuals  most  in  need  of  someone  looking  across 
all  of  their  health  care  needs  over  time,  and  that  is  the  beauty,  if 
you  will,  of  a  managed  care  setting. 

Dr.  Ehlen.  If  any  of  us  have  helped  a  parent  sort  out  their  pills 
for  the  week,  we  know  what  the  opportunity  is  to  help  manage  it 
right  at  the  grassroots  level. 

In  our  organization,  we  have  studied,  for  instance,  admissions 
caused  by  the  inappropriate  use  of  medications  that  were  pre- 
scribed appropriately,  but  the  individual  had  no  wherewithal  to 
know  what  all  those  pills  were  for  or  how  to  take  them.  That  kind 
of  an  example,  along  with  the  one  that  I  used  in  my  testimony, 
where  an  ambulance  driver  actually  tipped  us  off  to  the  fact  that 
we  had  a  very  unsafe  home  for  an  elderly  person,  is  the  kind  of 
thinking  that  is  new  thinking  that  we  must  simply  engage  in.  And 
we  do  have  a  Medicare  program  where  we  are  engaging  each  and 
every  one  of  our  beneficiaries  at  a  front-line  level,  one  on  one,  to 
see  what  we  can  do  to  make  their  day-to-day  care  better,  more  ef- 
fective, keep  them  away  from  the  doctor,  away  from  the  hospital, 
and  away  from  the  meter  that  is  burning  this  money. 

Mr.  Largent.  Well,  thank  you  for  saying  that,  because  that  was 
the  point  that  I  wanted  to  get  to.  Part  of  the  message  that  I  think 
we  need  to  drive  in  this  whole  debate  concerning  health  care,  par- 
ticularly for  our  elderly,  health  care  is  the  responsibility  of  fami- 
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lies.  What  you  are  instituting  is  a  demonstration  project  to  bring 
people  into  the  elderly  homes  to  do  what  has  traditionally  been  the 
family^s  function. 

Again,  this  gets  into  morals  and  values,  which  so  many  of  these 
discussions  often  do,  but  I  think  that  is  a  really  important  mes- 
sage. In  fact,  my  housemate,  Dr.  Cobum,  also  from  Oklahoma,  has 
10,000  patients,  and  he  says  the  No.  1  reason  that  he  sees  Medi- 
care patients  is  because  of  loneliness.  That  is  a  real  tragedy,  in  my 
opinion,  that  can  be  easily  addressed  if  families  will  once  again 
take  responsibility  for  their  grandparents  and  their  great-grand- 
parents and  their  moms  and  dads. 

I  can  tell  you  as  a  result  of  my  experience  here  for  the  last  3 
months — learning  about  families  forsaking  their  responsibility — I 
now  have  a  sign  on  my  telephone  in  my  office  that  says,  "Don't  for- 
get to  call  your  mom.  Don't  forget  to  call  your  grandmother."  I  take 
that  very  seriously  because  I  am  guilty  as  well.  But  that  is  an  im- 
portant message. 

Thank  you. 

Mr.  Shays.  Does  anyone  else  seek — Mr.  Pomeroy. 

Mr.  Pomeroy.  Just  a  short,  pointed  question. 

Mr.  Shays.  You  have  the  floor.  You  have  5  minutes.  Take  it. 

Mr.  Pomeroy.  Thank  you. 

The  Med  Select  program  is  not  a  big  deal;  it  is  a  little  deal.  But 
it  is  an  effort  to  incent  more  managed  care  participation  in  the 
Medicare  supplement  population. 

Presently,  before  Mr.  Largent's  committee — in  fact,  I  think  they 
are  marking  up  tomorrow  in  the  Commerce  Committee  the  Med  Se- 
lect bill.  I  am  a  cosponsor  of  it,  along  with  Nancy  Johnson  from 
Connecticut. 

Do  you  have  any  general  impressions  of  Medicare  Select? 

Dr.  Ehlen.  Mr.  Congressman,  both  written  and  oral  testimony 
today  strongly  supported  and  encouraged  the  committee  to  consider 
the  value  as  an  alternative,  as  a  way  of  giving  seniors  choices  who 
don't  today  have  choices,  the  Medicare  Select  program.  And  we 
have  a  strong  feeling  about  that,  and  it  is  a  very  positive  one. 

Mr.  Pomeroy.  Good. 

Dr.  Roper.  I  support,  we  support  making  Medicare  Select  perma- 
nent and  nationwide. 
Mr.  Pomeroy.  Great.  Hear  that,  Steve? 
Thank  you. 

Mr.  Shays.  Are  there  any  other  questions?  Any  other  members 
seeking  recognition?  [No  response.] 

If  not,  we  would  like  to  thank  all  three  gentlemen  for  testifying 
today.  I  will  just  announce  that  there  will  be  a  hearing  tomorrow, 
on  Wednesday,  March  22,  at  10  a.m.,  and  again  at  2  p.m. 

I  declare  this  hearing  adjourned. 

[Whereupon,  at  1:37  p.m.,  the  committee  was  adjourned.] 


SAVING  MEDICARE:  LESSONS  FROM  THE 
PRIVATE  SECTOR 


WEDNESDAY,  MARCH  22,  1995 

House  of  Representatives, 

Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
210,  Cannon  House  Office  Building,  Hon.  John  R.  Kasich  (chair- 
man of  the  committee)  presiding. 

Members  present:  Representatives  Kasich,  Hobson,  Kolbe, 
Herger,  Allard,  Miller,  Lazio,  Franks,  Smith  of  Michigan,  Hoke, 
Largent,  Brownback,  Shadegg,  Radanovich,  Bass,  Sabo,  Stenholm, 
Costello,  Johnston,  Orton,  Pomeroy,  Olver,  and  Roybal-Allard. 

Chairman  Ejvsich.  We  are  going  to  get  started.  We  are  here  to 
talk  about,  obviously,  the  current  status  of  Medicare  and  the  future 
problems  if  we  don't  get  something  under  control  here. 

Let  me  put  one  chart  up  here.  This  is  a  chart  that  indicates  that 
if  we — it  is  an  interesting  chart.  It  is,  you  know,  theoretical,  frank- 
ly, but  the  high  cost  would  be  about  a  15-percent  growth  rate  in 
Medicare,  which  we  haven't  experienced  really  since  1990,  but  that 
would  be  the  kind  of  payroll  tax  that  would  be  necessary  if  we  grew 
at  that  level. 

The  intermediate  cost  is  about  a  10-percent  growth  rate  in  Medi- 
care, which  is  a  little  bit  less  than  where  we  currently  are,  and 
then  the  low-cost  growth  rate  is  about  a  7-percent  growth  rate,  and 
it  just  shows  you  where  payroll  taxes  would  have  to  go.  We  know 
the  problems  that  we  have  with  Social  Security  itself,  and  combine 
the  Medicare  problem  with  the  Social  Security  and  that  is  why 
Time  Magazine  had  it  on  the  cover,  I  guess,  is  to  talk  about  this. 

So  we  want  today  to  hear  from  these  three  gentlemen.  I  want  to 
welcome  Beau  Boulter,  a  former  member  of  this  committee,  as  I  re- 
call; and  Mr.  Steuerle  from  the  Urban  Institute;  and  Guy  King 
from  Ernst  &  Young.  Guy,  by  the  way,  for  everybody's  information 
in  here,  is  the  brother  of  Sky  King.  So  we  want  to  welcome  these 
gentlemen  here. 

Who  wants  to  go  first  here?  Guy,  are  you  going  first,  or  Gene? 
Guy,  go  ahead. 
Mr.  Sabo.  Can  I  say  one  thing? 

Chairman  Kasich.  Yes.  I  am  sorry.  Mr,  Sabo  is  going  to  make 
a  long  statement  here. 
Mr.  Sabo.  Welcome. 
[Laughter.] 
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STATEMENT  OF  GUY  KING,  FORMER  CHIEF  ACTUARY,  HEALTH 
CARE  FINANCING  ADMINISTRATION 

Mr.  King.  Thank  you,  Mr.  Chairman.  If  you  don't  object,  I  would 
just  like  to  summarize  my  testimony  to  leave  more  time  for  ques- 
tions and  answers,  and  submit  my  entire  testimony  for  the  record. 

I  became  chief  actuary  for  Health  Care  Financing  in  1978,  and 
from  the  time  that  I  became  chief  actuary  up  until  I  left  in  1994, 
the  expenditures  for  both  the  Hospital  Insurance  [HI]  and  Supple- 
mentary Medical  Insurance  [SMI]  programs  grew  at  rates  that  are 
unsustainable  in  the  long  term. 

In  the  HI  program,  the  rate  of  increase  was  12  percent  between 
1978  and  1994,  and  when  I  took  over  as  chief  actuary  in  1978  the 
annual  report  said  that  the  program  was  going  to  be  bankrupt  by 
1990.  But  because  of  some  of  the  changes  that  have  been  made  in 
the  program,  the  1994  report  projects  that  the  program  will  be 
bankrupt  by  2001. 

But,  of  course,  the  impending  bankruptcy  of  the  trust  fund,  as 
Mr.  Kasich  pointed  out,  is  just  the  tip  of  the  iceberg.  The  real  prob- 
lem is  that  the  tax  rate  necessary  to  support  the  current  program 
will  have  tripled  by  the  middle  of  the  next  century,  and  even  by 
the  year  2020  the  tax  rate  necessary  to  support  the  current  pro- 
gram will  have  more  than  doubled. 

The  financial  problems  of  HI  aren't  just  the  result  of  some  ex- 
tremely pessimistic  assumptions  about  the  growth  in  health  care 
costs;  they  are  really  arising  now  because  of  the  pending  retire- 
ment of  the  post-World  War  II  baby  boom.  About  four  taxpayers 
support  each  HI  beneficiary  now,  but  by  the  middle  of  the  next  cen- 
tury when  all  of  the  baby  boom  will  have  retired,  there  will  only 
be  two  covered  workers  supporting  each  HI  beneficiary.  So  this 
problem  is  very  real  and  it  really  relates  to  people  who  are  alive 
today. 

To  give  you  an  idea  of  the  magnitude  of  the  problem,  to  place  in- 
come and  expenditures  in  balance  just  over  the  next  25  years, 
which  is  the  easy  part,  would  require  an  immediate  34-percent  re- 
duction in  expenditures  or  an  immediate  52-percent  increase  in  the 
HI  tax  rate,  or  some  combination  of  those  two. 

But  the  real  problems  of  the  HI  program  aren't  just  budget-relat- 
ed. The  real  problems  really  relate  to  how  do  we  preserve  this  pro- 
gram for  future  generations  of  beneficiaries  in  a  way  that  is  fair, 
and  one  of  the  most  difficult  questions  in  deciding  how  to  do  that 
is  the  issue  of  generational  equity. 

We  did  a  study  on  generational  equity  in  which  we  defined 
generational  equity  by  comparing  each  generation's  contributions  to 
the  program  with  the  benefits  that  they  would  receive  from  the 
program.  Then  we  examined  various  timing  issues  and  various 
ways  to  address  the  problem  to  see  which  ones  resulted  in  the  most 
generational  equity. 

If  you  look  at  the  options — either  taking  action  immediately  or 
delaying  action  until  you  have  to  take  action,  or  the  two  basic  ways 
of  addressing  the  problem — either  reducing  benefits  or  increasing 
taxes,  we  found  that  the  approach  that  results  in  the  most 
generational  equity  is  taking  immediate  action  and  reducing  the 
rate  of  growth  in  benefits  rather  than  increasing  taxes.  There  is  a 
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table  in  my  testimony  that  shows  the  impact  on  various  cohorts  of 
beneficiaries  under  these  various  options. 

With  regard  to  the  SMI  program,  the  issues  of  generational  eq- 
uity and  the  bankruptcy  of  the  fund  aren't  so  great  because  of  the 
way  the  SMI  program  is  financed.  But,  still,  the  average  rate  of 
growth  during' my  tenure  as  chief  actuary  was  14  percent,  which 
is  not  sustainable  in  the  long  run. 

During  this  period  of  time,  benefits  paid  by  the  SMI  trust  fund 
increased  from  .32  percent  of  GDP  to  .89  percent  of  the  GDP,  and 
the  1994  trustees  report  projects  that  they  will  increase  to  3.27  per- 
cent of  GDP  by  the  year  2020,  when  the  baby  boom  first  begins  to 
retire,  and  then  furthermore  to  4.05  percent  of  GDP  by  the  middle 
of  the  next  century,  when  the  baby  boom  will  be  fully  retired. 

If  a  few  minor  changes  had  been  made  in  the  program  back  in 
the  early  years  of  SMI,  this  rate  of  growth  wouldn't  have  been  nec- 
essary. If  the  SMI  deductible  had  just  been  indexed  to  increases  in 
per  capita  program  costs,  and  if  steps  had  been  taken  to  ensure 
that  the  Medicare  supplemental  plans,  the  so-called  medigap  plans, 
did  not  neutralize  the  cost-saving  features  of  the  SMI  deductible, 
then  the  outlays  of  the  SMI  program  would  be  more  than  25  per- 
cent lower  than  they  are  today,  and  this  would  have  allowed  the 
government  to  maintain  the  SMI  premium  at  $4  instead  of  the 
$46.10  that  it  is  today.  Still,  at  the  same  time,  government  con- 
tributions to  the  program  would  have  been  $5  billion  less  than  they 
are  today. 

The  outlays  of  the  SMI  program  are  really  driven  by  two  features 
of  the  program  that  interact  with  each  other,  and  these  are  the 
same  two  features  that  are  driving  health  care  costs  in  the  private 
sector.  The  first  factor  is  third-party  payment.  When  people  are 
spending  other  people's  money,  they  don't  concern  themselves  ei- 
ther with  the  price  or  quantity  of  services  the  way  they  would  if 
they  were  spending  their  own  money. 

Our  studies  on  the  Medicare  beneficiaries  under  the  Medicare 
Current  Beneficiaries  Survey  show  that  Medicare  beneficiaries  who 
have  medigap  policies  which  fill  in  even  the  very  modest  cost-shar- 
ing provisions  of  the  Medicare  program  result  in  those  people  hav- 
ing significantly  higher  expenditures  even  when  we  control  for 
health  status. 

Moreover,  the  increase  in  the  national  health  accounts  in  third- 
party  payments  is  resulting  in  an  acceleration  in  the  rate  of  in- 
crease in  health  care  costs,  in  general.  A  paper  that  is  going  to  be 
published  in  "Health  Affairs"  coauthored  by  Drs.  Mark  Freeland 
and  Al  Pedon,  shows  that  the  acceleration  in  the  rate  of  growth  in 
health  care  expenditures  in  the  United  States  has  been  highly  cor- 
related with  the  shift  toward  third-party  payments.  This  is  actually 
the  most  important  research  paper  that  has  been  published  yet  on 
health  care  costs,  in  my  opinion,  because  it  explains  explicitly  why 
health  care  costs  are  increasing  so  much  more  rapidly  than  the 
GDP. 

The  second  factor  contributing  to  rapid  growth  in  health  care 
costs  is  fee-for-service  medicine,  and  it  interacts  with  third-party 
payments  to  allow  for  these  unlimited  increases  in  volume  and  in- 
tensity that  we  have  been  seeing  both  in  the  Medicare  program  and 
in  the  private  sector. 
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So  health  care  costs  can  theoretically  be  controlled  by  removing 
either  one  of  these  two  factors— either  third-party  payments  or  fee- 
for-service  medicine.  Increasing  co-insurance  and  deductibles  is  an 
example  of  dealing  with  the  issue  of  third-party  payments,  and  in- 
troducing capitated  services,  as  in  the  TEFRA  risk  program,  is  an 
example  of  dealing  with  the  fee-for-service  factor. 

Both  of  them  can  work  if  they  are  done  correctly.  However,  my 
observation  on  the  second  approach  in  the  Medicare  program  is 
that  it  hasn't  worked  to  produce  significant  savings  for  the  Medi- 
care program  so  far,  and  the  reason  is  because  the  program  has 
been  structured  in  such  a  way  that  all  the  savings  accrue  to  the 
HMO's  rather  than  to  the  Medicare  program. 

If  the  penetration  of  HMO's  in  Medicare  were  to  increase  to  10 
percent,  and  it  is  just  a  little  less  than  that  now,  then  the  total  sav- 
ings from  that,  if  there  had  been  no  risk  segmentation,  would  only 
have  been  half  a  percent,  which  is  less  than  $1  billion. 

However,  because  of  risk  segmentation,  this  program  has  actu- 
ally cost  the  program  money  rather  than  saved  money,  and  if  we 
are  going  to  control  costs  through  HMO's,  then  this  Medicare  risk 
program  is  going  to  have  to  be  restructured  in  order  to  make  sure 
that  the  saving  accrues  to  Medicare  rather  than  just  to  the  HMO's 
and  to  the  beneficiaries,  and  it  has  to  be  done  in  a  way  that  doesn't 
discourage  managed  care  plans  from  participating  in  the  program. 
Because  of  the  extreme  difficulty  of  balancing  these  two  conflicting 
goals,  I  am  not  optimistic  that  managed  care  is  a  viable  short-term 
option  for  controlling  costs  in  the  Medicare  program. 

Mr.  Chairman,  that  concludes  my  formal  testimony  and  I  will  be 
glad  to  take  questions  when  it  is  appropriate. 

[The  prepared  statement  of  Guy  King  follows:] 

Prepared  Statement  of  Guy  King,  Former  Chief  Actuary,  Health  Care 
Financing  Administration 

Mr.  Chairman,  my  name  is  Guy  King.  I  am  a  consulting  actuary  with  the  firm 
of  Ernst  &  Young.  I  was  the  Chief  Actuary  for  the  Health  Care  Financing  Adminis- 
tration from  1978  to  1994.  During  my  time  as  Chief  Actuary,  the  expenditures  for 
both  the  HI  and  SMI  programs  grew  at  rates  that  are  unsustainable  in  the  long 
run,  and  they  continue  to  grow  at  those  unsustainable  rates  today  and  into  the  fore- 
seeable future. 

HOSPITAL  insurance  [HI]  TRUST  FUND 

The  expenditures  of  the  Hospital  Insurance  Trust  Fund,  part  A  of  Medicare,  in- 
creased from  $17.7  billion  in  1978  to  $107.2  billion  in  1994.  This  is  an  average  rate 
of  increase  of  about  12  percent  per  year.  In  1978,  the  Annual  Report  of  the  Board 
of  Trustees  projected  that  the  HI  trust  fund  would  be  bankrupt  by  1990.  Because 
of  some  minor  price  reduction  changes  in  the  program  which  have  been  legislated 
over  the  years,  the  date  of  bankruptcy  has  been  pushed  back  by  a  few  years,  so  that 
the  1994  trustees'  report  projects  that  the  HI  fund  will  be  barJcrupt  by  2001.  Thus, 
during  my  15  years  as  Cnief  Actuary,  virtually  nothing  was  done  as  the  problem 
grew  and  the  HI  program  moved  closer  to  the  bankruptcy.  The  impending  bank- 
ruptcy of  the  fund  is  just  the  tip  of  the  iceberg,  though.  The  hole  is  just  going  to 
continue  to  get  deeper  for  many  years,  and  the  pace  of  decline  is  going  to  accelerate. 
The  tax  rate  necessary  to  support  the  current  program  will  have  tripled  by  the  mid- 
dle of  the  next  century.  Even  by  the  year  2020  the  tax  rate  necessary  to  support 
the  cost  of  the  program  will  have  more  than  doubled. 

I  know  that  some  people  view  these  projections  as  a  red  herring.  I  have  often 
heard  it  suggested  that  we  should  just  wait  awhile  to  see  if  these  problems  really 
begin  to  materialize.  That  is  apparently  what  lawmakers  were  thinking  when  they 
heard  the  same  projections  back  in  the  mid-1970*s.  The  financial  problems  of  the 
HI  program  aren  t  just  the  result  of  some  extremely  pessimistic  assumptions  about 


93 

the  growth  of  health  care  costs.  The  assumptions  regarding  the  rate  of  growth  in 
health  care  costs  and  the  growth  in  income  to  support  the  program  are  really  very 
optimistic.  These  projections  are  being  driven  now  by  the  coming  demographic  shift. 
Tne  baby  boomers  who  will  retire  and  begin  drawing  benefits  starting  in  2010  are 
all  alive  today.  As  the  post-World  War  II  baby  boom  begins  to  reach  age  65,  the 
growth  in  the  number  of  workers  paying  taxes  is  going  to  decline,  and  at  the  same 
time  the  growth  in  the  number  of  people  eligible  for  Medicare  benefits  is  going  to 
increase.  Currently,  about  four  taxpayers  support  each  HI  beneficiary.  By  the  mid- 
dle of  the  next  century,  when  all  of  the  baby  boom  will  have  retired,  there  will  only 
be  two  covered  workers  supporting  each  HI  beneficiary,  so  this  problem  is  very  real 
and  very  predictable. 

The  problem  is  so  large  that  there  isn't  any  painless  way  at  this  point  to  solve 
the  problem.  To  place  income  and  expenditures  in  balance  even  over  the  next  25 
years,  which  is  the  easy  part,  is  going  to  require  either  an  immediate  34-percent 
reduction  in  expenditures  or  an  immediate  52-percent  increase  in  the  HI  tax  rate, 
or  some  combination  of  both.  And  even  then,  the  financial  problems  beyond  25  years 
would  still  remain  unsolved. 

Some  have  suggested  that  the  apparent  recent  slowdown  in  the  rate  of  growth  in 
health  care  costs  and  the  recent  favorable  experience  in  the  Medicare  program  may 
be  enough  to  save  the  government  fi*om  having  to  make  these  decisions.  That  isn't 
going  to  happen.  During  mv  20  years  as  a  government  actuary  I  observed  that, 
when  there  was  a  threat  of  government  action,  health  care  costs  always  behaved 
very  well.  This  occurred  with  the  wage-price  controls  of  the  early  1970's,  the  threat 
of  hospital  cost  containment  legislation  during  the  late  1970's,  and  during  the  dis- 
cussions of  health  care  reform  m  1993  and  1994.  Once  the  perceived  threat  is  past, 
the  rate  of  increase  in  expenditures  once  again  accelerates. 

In  deciding  how  and  when  to  take  action  to  make  the  HI  program  solvent,  one 
of  the  difficult  questions  that  needs  to  be  addressed  is  the  issue  of  generational  eq- 
uity. Grenerational  equity  can  be  measured  by  comparing  each  generation's  contribu- 
tions to  the  program  witih  the  benefits  they  receive  from  the  program.  We  measured 
generational  equity  under  four  combinations  of  the  following  policy  options:  (1)  act 
immediately  or  delay  action  and  (2)  increase  taxes  or  reduce  benefits.  Our  studies 
show  that  the  solutions  resulting  in  the  greatest  generational  equity  involve  taking 
immediate  action  rather  than  delaying  action  and  reducing  the  growth  in  benefits 
rather  than  increasing  taxes.  The  table  below  shows  the  impact  of  various  policy  op- 
tions on  generational  equity  for  persons  retiring  in  1994,  2014,  and  2034. 

RATIO  OF  BENEFITS  TO  CONTRIBUTIONS 


Person  retiring  in: 

Proposed  change  in  financing   

1994       2014  2034 


1.  Do  nothing  until  trust  fund  depleted,  then  increase  taxes    5.19  2.93  2.17 

2.  Do  nothing  until  trust  fund  depleted,  then  reduce  benefits    3.25  1.31  1.14 

3.  Reduce  benefits  immediately   2.10  1.36  1.54 

4.  Increase  taxes  immediately   5.19  2.20  1.68 

5.  Reduce  benefits  immediately,  then  index  tax  rates   2.10  1.61  1.94 

6.  No  changes  (hypothetical)    5.19  3.45  3.90 


SUPPLEMENTARY  MEDICAL  INSURANCE  [SMI]  TRUST  FUND 

Because  of  the  way  it  is  financed,  through  a  combination  of  premium  payments 
by  individuals  and  debt  financing  by  the  Federal  Grovemment,  the  SMI  program  is 
not  in  immediate  danger  of  insolvency.  However,  the  growth  rate  in  the  cost  of  the 
program  is  so  rapid  that  it  is  not  sustainable  in  the  long  run.  During  my  time  as 
Chief  Actuary  the  outlays  for  the  Supplementary  Medical  Insurance  Trust  Fund, 
part  B  of  Medicare,  increase  fi-om  $7.8  billion  in  1978  to  $61.8  bUlion  in  1994.  This 
18  an  average  rate  of  increase  of  about  14  percent  per  year.  During  that  same  16- 
year  period,  benefits  paid  by  the  SMI  Trust  Fund  increased  from  .32  percent  of  the 
U.S.  Gross  Domestic  Product  [GDP]  to  .89  percent  of  GDP.  This  occurred  despite 
the  fact  that  some  of  the  costs  of  the  program,  such  as  for  most  home  health  bene- 
fits, were  shifted  to  the  HI  program.  Even  during  the  last  5  years,  which  have  been 
relatively  favorable,  expenditiires  by  the  program  have  increased  59  percent  in  the 
aggregate  and  45  percent  per  enrollee.  According  to  the  1994  SMI  trustees  report, 
SMI  expenditures  will  be  3.27  percent  of  GDP  by  2020  when  the  post-World  War 
II  baby  boom  has  begun  to  reach  age  65  and  will  be  4.05  percent  of  GDP  by  the 
middle  of  the  next  century  when  the  baby  boom  will  have  been  fully  retired.  As  with 
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the  HI  program,  these  projections  are  being  driven  now  by  the  coming  demographic 
shift  and  the  baby  boom  rather  than  pessimistic  health  care  cost  projections. 

If  some  adjustments  had  been  made  to  the  SMI  program  years  ago,  this  problem 
would  never  have  developed  to  the  size  it  is  today.  For  example,  if  the  SMI  deduct- 
ible had  been  indexed  to  increases  in  per  capita  program  costs,  and  steps  had  been 
taken  to  ensure  that  Medicare  supplemental  plans  did  not  neutralize  the  cost-saving 
features  of  the  SMI  deductible,  then  the  outlays  of  the  SMI  program  would  be  more 
than  25  percent  lower  than  they  are  today.  This  would  have  allowed  maintaining 
the  SMI  premium  at  $4.00  instead  of  the  $42.80  it  is  today.  At  the  same  time,  the 
government  contribution  to  the  program  could  have  been  nearly  $5  billion  less  than 
it  is  today. 

The  outlays  of  the  SMI  program  are  excessive  today  due  to  two  design  features 
of  the  program  which  interact  with  each  other  to  result  in  significant  waste  and 
abuse.  These  are  the  same  two  factors  that  are  driving  up  healtii  care  costs  for  pri- 
vate sector  health  care  plans. 

The  first  factor  is  third-party  payment.  When  patients  and  providers  are  spending 
other  peoples'  money,  they  don't  concern  themselves  with  either  the  price  or  the 
quantity  of  services  provided.  Today,  even  the  very  modest  cost-sharing  provisions 
of  the  original  SMI  program  have  been  eroded  because  they  were  not  indexed  to 
keep  up  with  costs  and  because  health  care  is,  in  effect,  free  for  the  80  percent  of 
SMI  enroUees  who  buy  Medicare  supplemental  policies  or  are  eligible  for  Medicaid. 
Research  conducted  by  HCFA's  Ofiice  of  the  Actuary  on  the  Medicare  Current  Bene- 
ficiary Survey  found  that,  even  when  controlled  for  self-reported  health  status.  Med- 
icare beneficiaries  who  did  not  have  medigap  plans,  and  who  thus  were  subjected 
just  to  the  (severely  eroded)  cost-sharing  provisions  which  exist  in  the  Medicare  pro- 
gram today,  have  significantly  lower  overall  health  expenditures.  Moreover,  an  im- 
portant research  paper  which  will  be  published  in  Health  Affairs,  coauthored  by 
Mark  Freeland,  Ph.D.,  and  Al  Pedon,  Ph.D.,  shows  that  the  acceleration  in  the  rate 
of  growth  in  health  care  expenditures  in  the  United  States  has  been  highly  cor- 
related with  the  shift  toward  third-party  payments.  Their  research  shows  roughly 
that  every  10  percentage  point  shift  fi*om  out-of-pocket  payments  to  third-party  pay- 
ments results  in  an  increase  in  the  rate  of  growth  of  health  care  costs  of  about  2 
percent,  and  this  accelerated  rate  of  growth  persists  for  about  10  years.  In  my  opin- 
ion, this  is  the  most  important  research  conducted  yet  on  health  care  costs  because 
it  explains  the  reason  for  the  rapid  growth  in  health  care  costs  in  the  United  States. 

The  second  factor  contributing  to  rapid  growth  in  health  care  costs  is  fee-for-serv- 
ice  medicine.  This  factor  interacts  with  third-party  payments  to  allow  for  unlimited 
increases  in  the  volume  and  intensity  of  services  provided  to  patients,  without  re- 
gard for  the  efficacy  or  cost  effectiveness  of  those  services.  During  the  entire  history 
of  the  SMI  program,  most  of  the  increase  in  per  capita  costs  have  arisen  from  in- 
creases in  the  volume  and  intensity  of  services  rather  than  price  increases.  During 
the  10-year  period  ending  in  1992,  over  three-fourths  of  the  increases  in  payments 
to  physicians  arose  from  volume  and  intensity  increases. 

The  cost  of  health  care  can  theoretically  be  controlled  by  removing  either  of  the 
two  offending  factors — third-party  payments  or  fee-for-service  medicine.  Increasing 
co-insurance  and  deductibles  is  an  example  of  dealing  with  the  third-party  payment 
factor;  introducing  capitated  services,  as  in  the  TEFRA  Medicare  Risk  Program,  is 
an  example  of  deding  with  the  fee-for-service  factor. 

The  problem  that  I  have  observed  with  the  second  approach  is  that  the  TEFRA 
risk-sharing  program  is  structured  in  such  a  way  that,  even  if  there  were  no  risk 
segmentation,  and  with  a  10-percent  capitated  penetration  rate  the  most  that  could 
have  been  saved  would  have  been  one-half  of  1  percent.  However,  because  of  risk 
segmentation,  the  TEFRA  risk  program  has  increased  expenditures  of  the  Medicare 
program  rather  than  reducing  them. 

If  the  costs  of  the  Medicare  program  were  going  to  be  controlled  by  using  man- 
aged care,  then  the  structure  of  the  program  would  have  to  be  changed  so  that  sav- 
ings accrue  to  Medicare.  This  would  have  to  be  done  in  a  way  that  didn't  discourage 
managed  care  plans  fi*om  participation  in  the  program.  Because  of  the  extreme  dif- 
ficulty of  balancing  these  conflicting  goals,  I'm  not  optimistic  that  managed  care  is 
a  viable  short-term  option  for  controlling  costs  in  the  Medicare  program. 

This  concludes  my  formal  remarks  and  I'll  be  pleased  to  answer  any  questions  you 
may  have. 

Chairman  Kasich.  Mr.  Steuerle. 
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STATEMENT  OF  C.  EUGENE  STEUERLE,  SENIOR  FELLOW,  THE 

URBAN  INSTITUTE 

Mr.  Steuerle.  With  your  permission,  Mr.  Chairman,  I  will  sub- 
mit my  testimony  for  the  record  and  just  summarize  it  here. 

I  would  like  to  start  off  by  reading  to  you  two  lines  from  the 
trustees  reports  that  are  put  out  by  the  Secretary  of  Health  and 
Human  Services,  the  Secretary  of  Labor,  the  Secretary,  and  the 
Secretary  of  the  Treasury,  along  with  Stanford  Ross  and  David 
Walker,  who  are  the  public  trustees.  This  is  from  the  1994  report 
which  will  soon  be  supplemented,  but  I  doubt  seriously  the  lan- 
guage will  be  changed  very  much.  This  one  is  on  the  supple- 
mentary medical  insurance  trust  fund,  part  B,  of  Medicare.  It  says, 
"Given  the  past  and  projected  costs  of  the  program,  the  trustees 
urge  that  the  Congress  take  prompt  action  and  additional  actions 
designed  to  control  SMI  costs."  For  the  part  A  HI  trust  fund,  they 
state,  "The  hospital  insurance  program  is  severely  out  of  financial 
balance  and  is  unsustainable  in  its  present  form." 

So  we,  the  members  of  this  panel,  are  doing  nothing  more  reit- 
erating the  lines  that  have  already  been  stated  to  you  for  the  last 
several  years  by  all  the  trustees  of  the  Medicare  programs. 

I  would  like  to  suggest,  however,  that  the  discussion  we  are  hav- 
ing today  is  not  about  cutting  Medicare.  The  Medicare  package 
that  you  and  I,  Mr.  Chairman,  are  going  to  receive  tomorrow  is 
going  to  be  far  more  generous  than  the  one  received  by  retirees 
today,  and  the  one  received  by  retirees  today  is  far  more  generous 
than  the  one  received  by  retirees  yesterday.  That  is  simply  because 
technology  constantly  improves  the  value  of  the  medical  goods  and 
services  we  provide.  We  are  not  talking  about  cutting  Medicare;  we 
are  talking  essentially  about  trying  to  get  the  rate  of  growth  in  this 
program  under  control. 

The  issue  confronting  us  as  a  society  is  whether  continuance  of 
a  relatively  high  rate  of  increase  in  health  care  consumption  is 
worth  the  cost  being  imposed  upon  all  parts  of  society.  This  current 
unsustainable  rate  of  growth — "unsustainable"  again  being  a  word 
put  in  by  the  trustees  of  the  system — is,  in  my  view,  helping  us  to 
support  a  disinvestment  in  our  Nation's  and  our  children's  future. 

A  comprehensive  approach  to  reform  ideally  would  go  beyond 
Medicare.  It  would  take  a  broad  view  of  all  of  our  social  needs  and 
then  budgetarily  try  to  allocate  resources  where  needs  and  govern- 
ment ability  to  meet  them  were  greatest. 

Many  aspects  of  the  growth  in  Medicare  and  other  health  ex- 
penses is  automatic,  determined  almost  accidentally  by  previous 
designers  of  government  health  insurance.  I  doubt  seriously  that, 
if  any  Member  of  Congress  or  the  public  could  vote  today,  they 
would  put  so  much  additional  resources  into  health,  in  preference 
to  almost  everything  else. 

Let's  take  the  Clinton  1995  budget  as  just  one  example.  What  I 
have  done  in  one  of  the  figures  in  my  testimony  is  to  take  major 
categories  of  the  budget  and  see  how  the  spending  would  change 
from  fiscal  1995  to  fiscal  year  2000  as  a  percent  of  gross  domestic 
product,  and  the  story  is  very  simple.  Health  goes  up.  Medicare 
goes  up,  and  almost  everything  else  goes  down.  Essentially,  we 
have  decided  to  allocate  continually  increasing  shares  of  our  na- 
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tional  income  to  health  and  smaller  shares  to  other  things  that 
government  does. 

Lest  we  attribute  these  trends  only  to  President  Clinton  and  his 
budget,  I  should  also  state  that  I  have  done  similar  csdculations  for 
the  second  term  of  President  Reagan  and  for  the  term  of  President 
Bush,  and  they  show  almost  identical  types  of  trends— essentially 
that  we  are  increasing  the  shares  for  health  and  we  are  cutting 
back  on  the  shares  that  we  are  spending  on  most  other  things. 

Thus,  these  budgets  choose  health  care  over  educating  our  youth, 
helping  children  who  now  have  the  highest  poverty  rates  in  the 
population,  preventing  crime,  restoring  promise  to  some  of  our 
central  cities,  or  simply  allowing  individuals  to  keep  more  of  their 
tax  dollars.  I  don't  mean  to  imply  that  these  other  budget  choices 
are  easy,  but  I  think  it  is  fairly  clear  that  we  are  on  a  path  that 
almost  no  one  would  choose  even  as  a  matter  of  compromise. 

To  indicate  the  extent  of  increases,  I  have  also  given  you  some 
numbers  on  just  how  much  Medicare  expenditures  are  rising  per 
person.  They  were  about  $1,500  per  person  in  1970.  I  am  using  to- 
day's dollars,  so  I  have  adjusted  for  inflation.  They  were  about 
$1,500  per  person,  per  Medicare  recipient,  in  1970.  They  are  close 
to  $5,000  per  person,  or  $10,000  per  couple,  today  on  an  annual 
basis,  and  they  are  scheduled  to  rise  to  about  $10,000  per  person 
or  $20,000  per  couple  per  year  just  after  the  baby  boom  begins  to 
retire. 

On  a  lifetime  value  basis — that  is,  if  we  had  to  put  the  money 
up  front  into  an  insurance  plan  to  cover  the  costs  of  these  pro- 
grams— ^we  would  find  that  it  would  have  cost  us  about  $65,000  to 
support  a  couple  retiring  in  1970.  For  a  couple  retiring  today,  we 
would  have  to  put  aside  about  $250,000  to  cover  their  average 
Medicare  expenditures,  and  for  a  couple  retiring  in  2010 — at  least 
under  current  projections — we  would  have  to  put  aside  more  than 
$333,000  into  Medicare  just  to  support  their  Medicare  expendi- 
tures. 

Partly  because  these  costs  and  expenditures  have  grown  so  fast, 
almost  no  past  or  current  retirees,  even  the  richest  members  of  so- 
ciety, have  been  required  to  pay  for  their  benefits.  To  give  one  ex- 
ample, for  a  one-earner,  high-wage  couple  retiring  in  1995,  net 
transfers — ^that  is.  Medicare  benefits  over  and  above  the  taxes  they 
contributed,  as  well  as  the  interest  they  would  have  received  on 
those  taxes — are  projected  to  be  over  $100,000;  that  is,  we  will 
transfer  them  $100,000  more  in  Medicare  benefits  than  they  put 
into  the  system,  even  though  they  are  very  high-income  individ- 
uals. 

Of  course,  these  net  transfers  to  everyone,  including  the  rich, 
cannot  continue,  and  the  projections  of  future  costs  under  the  cur- 
rent system  reflect  an  almost  impossible  scenario.  Nonetheless, 
they  do  demonstrate  the  substantial  size  of  Medicare  benefits  from 
a  lifetime  perspective. 

When  both  Social  Security  and  Medicare  are  added  together,  the 
lifetime  value  of  benefits  now  approaches  $500,000  for  an  average- 
income  couple  retiring  today  and,  excluding  inflation,  the  total  is 
expected  to  exceed  $1  million  in  Social  Security  and  Medicare  bene- 
fits for  high-income  couples  retiring  two  or  three  decades  into  the 
future. 
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Are  we  getting  our  money's  worth  out  of  this  particular  type  of 
program?  One  thing  we  need  to  worry  about,  especially,  is  the  ex- 
tent to  which  excess  medical  price  inflation — ^that  is,  medical  price 
inflation  over  and  above  other  normal,  general  inflation — is  eating 
up  the  dollars  we  pay  out. 

As  one  example,  in  1993  total  Medicare  spending  was  estimated 
to  be  about  $154  billion.  Had  medical  prices  since  1965  only  risen 
as  fast  as  the  price  index  for  other  goods  and  services,  the  same 
amount  of  medical  services  could  have  been  purchased  for  about 
$86  billion.  That  means  we  could  have  purchased  the  same  amount 
of  goods  for  about  $68  billion  less  if  only  we  had  been  able  to  keep 
medical  price  inflation  under  control.  Where  does  this  $68  billion 
go?  This  additional  $68  billion  goes  out  in  the  form  of  more  pay- 
ments to  providers  rather  than  additional  goods  and  services  to  the 
Medicare  recipients. 

Because  Mr.  King  has  outlined  for  you  many  of  the  problems  con- 
cerning the  long-term  Medicare  shortfalls,  I  will  not  go  into  them 
in  any  detail,  but  we  all  know  that  the  Medicare  trust  funds  are 
scheduled  to  run  out  of  money  just  after  the  turn  of  the  century, 
and  this  is  even  well  before  the  baby  boomers  begin  to  retire. 

Medicare  outlays  could  increase  by  more  than  5  percentage 
points  of  GDP  once  these  baby  boomers  retire,  and  essentially  more 
than  triple  relative  to  the  size  of  the  economy.  Calculations  per- 
formed by  John  Bakija  and  myself  at  the  Urban  Institute,  and  then 
by  the  bipartisan  Commission  on  Entitlement  and  Tax  Reform, 
show  that  even  if  we  hold  taxes  constant  relative  to  gross  domestic 
product  and  we  hold  other  expenditures  constant,  we  would  have 
deficits,  due  to  retirement  and  health  programs  of  the  government, 
rising  to  unsustainable  rates,  like  10  percentage  points  of  our  na- 
tional economy. 

Another  difficult  issue  with  respect  to  the  government's  shifting 
toward  being  a  retirement  and  health  budget  is  that  it  seems  to  be 
having  an  impact  upon  our  savings  as  an  economy.  There  are  sev- 
eral reasons,  one  of  which,  of  course,  is  that  the  pressure  of  health 
costs  on  the  budget  is  increasing  our  deficit,  which  means  the  gov- 
ernment is  simply  dissaving  more. 

A  second  more  subtle  reason  is  that  individuals  tend  to  save  out 
of  their  cash  income,  but  they  don't  tend  to  save  out  of  their  health 
care  income.  So  when  we  take  cash  income,  for  instance,  away  from 
the  younger  population,  we  reduce  the  income  with  which  they 
have  to  save.  When  we  transfer  it  in  the  form  of  increasingly  high- 
er health  benefits  to  other  members  of  the  population,  they  tend 
not  to  save  out  of  that  income,  but,  in  effect,  to  spend  it;  that  is, 
they  get  the  health  insurance — the  health  goods  and  services — and 
it  is  immediately  spent.  So  it  tends  to  have  this  secondary  impact 
upon  saving  in  the  economy. 

A  third  reason  that  the  health  budget  is  having  such  an  impact 
on  the  saving  is  related  to  what  is  happening  to  the  Federal  budget 
as  a  whole.  We  can  see  this  partly  by  looking  at  the  share  of  the 
Federal  budget  devoted  to  health,  which  was  about  2  percent  of  the 
Federal  budget  in  1962.  It  was  a  little  over  11  percent  by  1980.  It 
is  approaching  20  percent  today,  and  it  is  scheduled  to  go  up  to 
above  25  percent  by  the  year  2000. 
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Retirement  and  health  essentially  now  comprise  over  half  of  the 
Federal  budget.  Defense  and  interest  are  about  30  percent  of  the 
remainder,  and  only  20  percent  of  the  budget  is  devoted  to  every- 
thing else.  The  attempts  of  different  polic3miakers,  Republican  and 
Democratic  alike,  to  invest  in  education  or  research  and  develop- 
ment credits,  or  similar  items  are  really  quite  trivial  in  comparison 
to  what  has  been  going  on  with  respect  to  health  care. 

Finally,  let  me  suggest  that  if  we  want  to  design  Medicare  that 
we  not  think  of  Medicare  solely  as  a  package  unto  itself  In  an  en- 
vironment of  reinventing  and  redesigning  government,  it  is  often 
dangerous  to  place  different  programs  into  separate  compartments 
and  to  deal  with  them  one  at  a  time.  Such  fragmentation  often  de- 
nies to  us  some  of  the  tradeoffs  that  might  offer  a  fairer,  more  effi- 
cient government  that  might  be  more  acceptable  to  both  sides  of 
the  aisle. 

In  my  view,  for  instance,  a  narrowing  of  options  to  Medicare 
alone  can  be  a  mistake,  and  we  ought  to  consider  Medicare  Part 
A  at  the  same  time  we  consider  Medicare  Part  B,  at  the  same  time 
we  consider  the  large  portion  of  Medicaid  long-term  care,  and  even 
at  the  same  time  we  consider  Social  Security  cash  benefits  to  the 
elderly,  and  that  we  look  at  this  package  as  a  whole  and  decide 
what  we  want  this  package  for  the  elderly  to  look  like. 

Let  me  just  give  one  example.  If  Social  Security  and  Medicare 
were  to  be  considered  as  an  integral  whole,  I  think  we  would  be 
much  less  likely  to  continue  the  trend  toward  constantly  increasing 
real  Medicare  benefits  relative  to  cash  benefits,  thereby  denying  to 
the  elderly  some  choice  over  how  they  spend  their  total  benefit 
package. 

Some  worthwhile  tradeoffs,  I  think,  would  become  apparent,  in- 
cluding possibly  an  increase  in  cash  benefits  for  the  poor  elderly — 
a  minority  of  the  elderly,  admittedly,  but  still  a  very  important  mi- 
nority— in  exchange  for  much  more  tightly  controlled  expenditures 
in  Medicare. 

As  I  indicated  before,  I  also  believe  we  would  get  much  better  in- 
surance choices  if  individuals  were  acquainted  with  just  what  they 
are  paying  for  that  insurance.  Thus,  we  ought  to  be  honest  with  So- 
cial Security  recipients  by  indicating  to  them  the  real  cost  of  their 
health  insurance  at  the  same  time  we  send  them  their  Social  Secu- 
rity checks.  I  think  if  they  saw  the  costs  of  their  health  care  next 
to  their  cash  benefits,  they  themselves  would  begin  to  pressure  the 
government  for  getting  this  Medicare  system  under  control  and 
perhaps  giving  them  a  better  retirement  package. 

In  summary,  the  health  care  package  we  offer  tomorrow  will  be 
much  more  generous  and  rich  than  the  one  we  offer  today.  There 
is  almost  universal  agreement,  however,  that  the  current  system, 
with  its  extraordinary  demands  on  the  trust  funds,  on  the  general 
revenues,  and  on  other  expenditures  in  the  budget,  simply  cannot 
be  sustained.  Even  if  such  levels  of  spending  were  possible,  as  a 
society  we  must  ask  ourselves  whether  it  is  in  the  best  interests 
of  all  members  of  our  society  to  spend  continually  higher  shares  of 
national  income  in  health  care  consumption.  I  believe  that  if  budg- 
et rules  were  really  neutral  toward  all  choices,  we  would  identify 
other  needs  and  investments,  both  for  this  and  for  future  genera- 
tions, that  deserve  equal  or  greater  attention. 
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Thank  you. 

[The  prepared  statement  of  C.  Eugene  Steuerle  follows:] 

Prepared  Statement  of  C.  Eugene  Steuerle,  Senior  Fellow,  the  Urban 

Institute 

Mr.  Chairman  and  members  of  the  committee,  in  my  testimony  today,  I  would  Hke 
to  present  some  reasons  why  we,  as  a  society,  must  face  up  to  the  problems  created 
by  the  high  rate  of  growth  in  government  health  expenditures,  including  Medicare. 
My  discussion,  however,  is  not  about  cutting  Medicare.  The  Medicare  health  benefit 
package  offered  tomorrow  will  be  much  more  valuable  than  the  one  granted  today, 
which,  in  turn,  is  much  more  valuable  than  the  one  available  yesterday.  When  the 
members  of  this  panel  and  this  committee  retire  on  Medicare,  for  instance,  we  can 
expect  to  receive  far  better  and  more  advanced  medical  services  than  current  retir- 
ees. 

The  issue  confronting  us  as  a  society  is  whether  government  continuance  of  a  rel- 
atively high  rate  of  increase  in  health  care  consiunption — a  rate  that  has  its  great- 
est impact  on  future  retirees  and  future  taxpayers,  not  today's  retirees — is  worth 
the  costs  being  imposed  on  all  parts  of  society.  The  current  unsustainable  rate  of 
growth  in  health  expenditures,  in  my  view,  is  helping  to  support  a  disinvestment 
in  our  Nation's  and  our  children's  future.  A  comprehensive  approach  to  reform  ideal- 
ly would  go  beyond  Medicare,  take  a  broad  view  of  our  social  needs,  and  then 
budgetarily  allocate  resources  where  needs  and  government  ability  to  meet  them 
were  greatest. 

medicare  and  health  versus  everything  else  in  the  budget 

Many  aspects  of  the  growth  in  Medicare  and  other  health  expenses  is  automatic, 
determined  almost  accidentally  by  previous  designers  of  government  health  insur- 
ance. If  the  health  budget  were  forced  to  compete  on  equal  terms  with  other  items 
in  the  budget,  I  doubt  seriously  that  any  Member  of  Congress  or  of  the  public  would 
vote  to  put  so  many  additional  resources  in  health  in  preference  to  almost  every- 
thing else. 

Let  us  take  the  Clinton  1995  budget  projections  to  demonstrate  growth  for  dif- 
ferent items  of  the  budget  (Figure  1).  As  a  percentage  of  gross  domestic  product, 
the  story  is  simple:  Medicare  and  other  health  spending  would  continue  to  go  up 
at  rapid  rates,  almost  everything  else  would  go  down.  Put  another  way,  a  lower  tax 
rate  on  total  income  would  be  required  to  support  everything  else;  a  higher  tax  rate 
would  be  required  to  support  the  Medicare  and  health  budget. 

Lest  one  attribute  these  trends  only  to  President  Clinton's  budgets,  the  second 
term  of  President  Reagan  and  the  Presidency  of  George  Bush  show  very  similar 
characteristics.  Is  increasing  spending  on  health  care  the  most  important  need  that 
government  should  be  addressing?  The  Federal  Government's  budgets  say  so  year 
after  year.  These  budgets  choose  health  care  over  educating  our  youth,  helping  chil- 
dren who  now  have  the  highest  poverty  rates  in  the  population,  preventing  crime, 
restoring  promise  and  order  in  some  of  our  central  cities,  or  amply  allowing  individ- 
uals to  keep  more  of  their  tax  dollars.  I  don't  mean  to  imply  that  making  other 
budget  choices  is  easy.  We  are  on  a  path,  however,  that  almost  no  one  would  choose, 
not  even  as  a  compromise. 
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Figure  1— Projected  Change  in  Federal  Outlays,  1995-2000,  Percentage 

Points  of  GDP 
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extent  of  increase 

Medicare  expenditures  per  elderly  person  have  been  rising  quite  rapidly.  In  real 
terms — ^that  is,  after  taking  out  the  effect  of  general  price  inflation — Medicare  ex- 
penditures per  person  rose  from  less  than  $1,500  per  recipient  in  1970  to  about 
$5,000  today  and  are  scheduled  to  rise  above  $10,000  just  after  the  baby  boom  gen- 
eration begins  to  retire.  Even  these  figures  understate  Federal  support  for  the 
health  care  of  the  elderly,  for  they  exclude  such  categories  as  long-term  care  under 
Medicaid  and  veterans  assistance. 

We  can  also  examine  these  figures  on  a  lifetime  basis  by  measuring  the  approxi- 
mate cost  of  purchasing  Medicare  health  care  benefits  if  they  were  paid  for  with  an 
up-front  deposit  with  a  private  insurer.  For  a  couple  retiring  in  1970,  the  lifetime 
value  of  benefits  would  be  about  $65,000;  for  one  retiring  today,  about  $230,000;  and 
for  one  retiring  in  2010,  over  $350,000 — again  excluding  general  price  inflation 
(Table  1).  These  increases  are  due  not  simply  to  cost  increases  but  to  more  years 
of  support  as  individuals  live  longer,  but  are  not  expected  to  work  longer. 

TABLE  1.— ANNUAL  AND  LIFETIME  MEDICARE  BENEFITS 
[In  thousands  of  constant  1993  dollars] 

v»<.r  ^AhArt       CK  Average  annual  Medicare  benefit      Actuarial  present  value  at  age  65  of 

Year  conort  turns  p^^  g^^^Ugg  ^^^^^^  ^g^jj^g^g  ^^^^^-^^     3  ^g^pig 


1970    1.4  66.3 

1980    2.3  114.8 

1990    3.7  186.1 

1995    4.8  231.6 

2000    6.4  278.6 

2010                                                                        -  9.9  355.7 

2020    11.5  428.0 

2030    13.2  497.1 


Note.— Data  are  discounted  to  present  value  at  age  65  using  a  2  percent  real  interest  rate.  Table  assumes  survival  to  age  65.  Each  recip- 
ient is  assumed  to  receive  Medicare  insurance  benefits,  in  every  year  after  age  65,  which  equal  the  average  Medicare  outlay  per  enrollee  in 
that  year.  Projections  are  based  on  the  intermediate  assumptions  of  the  1993  Social  Security  Board  of  Trustees  reports,  adjusted  by  Uie  au- 
thors for  estimated  impacts  of  1993  enactments.  Subtracting  out  Medicare  premiums  paid  by  retirees  would  reduce  these  figures  slightly;  they 
offset  about  10  percent  of  total  Medicare  costs  in  1990. 
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Partly  because  Medicare  costs  are  growing  so  fast,  almost  no  past  or  current  retir- 
ees, even  the  richest  members  of  society,  have  been  asked  to  pay  for  their  benefits. 
Instead,  the  costs  have  continually  been  shifted  to  their  children.  Take  a  two-earner 
couple,  one  spouse  with  high  income,  one  spouse  with  average  income,  who  retired 
in  1980.  Their  benefits  are  estimated  at  close  to  three  times  the  value  of  their  taxes 
and  premiiuns;  they  are  projected  to  receive  about  $57,000  more  than  thev  contrib- 
uted to  the  system,  counting  interest  on  those  contributions  (Table  2).i  For  a  one- 
earner  couple  with  a  high-wage  worker  retiring  in  1995,  net  transfers — ^benefits  over 
and  above  taxes — are  projected  to  be  over  $100,000.  Of  course,  these  net  transfers 
to  everyone,  including  the  rich,  cannot  continue.  The  costs  of  the  system  must  even- 
tually be  covered  and  not  simply  by  continual  increases  in  rates  of  taxation  on  fu- 
ture generations.  Indeed,  Medicare  is  designed  eventually  to  be  fairly  progressive, 
since  a  proportional  tax  over  a  broad  range  of  income  is  used  to  pay  for  a  benefit 
that  does  not  vary  by  income. 

TABLE  2.— liFETIME  MEDICARE  BENEFITS.  TAXES,  PREMIUMS,  AND  TRANSFERS 
[In  thousands  of  constant  1993  dollars] 


Single  male  Single  female  One-earner  couple  Two-earner  couple 


Year  cohort  turns  65        Low  High       Uw     ^Z'      High       Low     ^Z'     High     ^ovj    ^.^gge  High  and 

wage  wage     wage  wage     wage    ^^^^    wage  and  low  low 


1980 

Benefits    32.7  32.7  32.7  53.8  53.8  53.8  86.5  86.5  86.5  86.5  86.5  86.5 

Taxes  and  premiums  ...  7.6  10.5  13.2  13.0  16.1  19.2  18.2  21.1  23.8  20.7  23.5  29.5 

Net  transfer  ....  25.1  22.2  19.5  40.8  37.7  34.6  68.3  65.4  62.7  65.8  63.0  57.0 


1995 

Benefits   

75.0 

75.0 

75.0 

110.7 

110.7 

110.7 

185.7 

185.7 

185.7 

185.7 

185.7 

185.7 

Taxes  and  premiums  ... 

23.3 

34.7 

57.6 

33.5 

45.6 

70.2 

47.5 

59.0 

81.7 

57.1 

68.5 

104.6 

Net  transfer .... 

51.7 

40.3 

17.4 

77.2 

65.1 

40.5 

138.2 

126.7 

104.0 

128.6 

117.2 

81.1 

2010 

Benefits    124.7  124.7  124.7  171.4  171.4  171.4  296.1  296.1  296.1  296.1  296.1  296.1 

Taxes  and  premiums  ...  47.3  78.1  154.7    61.0  93.3  173.8  83.0  113.8  187.6  108.4  139.4  252.1 

Net  transfer ....  77.4  46.6  -30.0  110.4  78.1  -2.4  213.1  182.3  108.5  187.7  156.7  44.0 


2030 

Benefits    179.8  179.8     179.8  242.9  242.9     242.9  422.7  422.7  422.7  422.7    422.7  422.7 

Taxes  and  premiums  ...    87.2  160.8     383.0  106.6  183.7     416.6  131.4  204.6  414.8  197.0    276.2  599.8 

Net  transfer ....    92.6    19.0  -203.2  136.3    59.2  -  173.7  291.3  218.1     7.9  225.7    146.5  -  177.1 

Note.— All  amounts  are  discounted  to  present  value  at  aee  65  using  a  2-percent  real  interest  rate.  Adjusts  for  chance  of  death  in  all 
years  after  "Taxes  and  premiums"  include  actuarial  value  of  all  employer  and  employee  HI  payroll  taxes,  all  SMI  premiums,  and  estimated 
portion  of  Federal  income  tax  burden  devoted  to  financing  SMI.  Projections  based  on  HCFA  1993  intermediate  assumptions,  adjusted  by  the 
authors  for  the  estimated  impacts  of  1993  enactments,  /i^ume  HI  payroll  taxes  are  set  at  rates  necessary  to  keep  the  system  solvent  on  a 
pay-as-you-go  basis  after  1995.  SMI  premiums  are  assumed  to  remain  tied  to  25  percent  of  program  costs  after  1995.  Recipients  are  as- 
sumed to  receive  Medicare  insurance  protection,  in  each  year  after  age  65,  which  equals  in  value  the  average  Medicare  outlay  per  enrollee  in 
that  year. 

While  these  projections  of  future  costs  reflect  an  impossibility  scenario,  they  still 
demonstrate  the  substantial  size  of  Medicare  benefits  from  a  lifetime  perspective. 
When  both  Social  Security  and  Medicare  benefits  are  counted  together,  the  lifetime 
value  of  benefits  approaches  one-half  million  dollars  for  an  average-wage  couple  re- 
tiring today.  Excluding  inflation,  the  total  is  scheduled  to  exceed  $1  million  for  some 
high-income  couples  retiring  a  few  decades  into  the  fixture. 

ARE  WE  GETTING  OUR  MONEY'S  WORTH? 

In  addition  to  worrying  about  the  size  of  these  transfers,  government  should  pay 
some  attention  to  whether  it's  getting  value  out  of  each  dollar  it  pavs.  One  of  the 
difiBculties  with  government's  current  methods  of  purchasing  in-kind  benefits  such 


iNote  that  the  benefit  figure  in  Table  1  is  somewhat  higher  than  that  of  Table  2.  The  former 
calculates  value  at  age  65,  whereas  the  latter  takes  into  account  the  probability  of  death  before 
age  65. 
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as  Medicare  is  that  much  of  the  transfer  may  not  accrue  to  the  benefit  of  the  in- 
tended recipients.  As  an  example,  in  1993  total  Medicare  spending  was  estimated 
to  equal  $154  billion.  Had  medical  prices  since  1965  only  risen  as  fast  as  the  price 
index  for  other  goods  and  services,  however,  the  same  amount  of  medical  services 
could  have  been  purchased  in  1993  for  $86  billion.  Without  this  excess  medical  infla- 
tion, government  could  have  purchased  $68  billion  more  in  goods  and  services  with- 
out raising  taxes  or  could  have  lowered  taxes  by  $68  billion  without  reducing  the 
amount  of  goods  and  services  provided.  Although  measures  of  health  price  inflation 
must  be  viewed  with  much  caution,  these  figures  make  fairly  clear  that  a  substan- 
tial share  of  higher  government  outlays  for  Medicare  went  to  providers  in  the  form 
of  higher  payments  rather  than  to  beneficiaries  in  more  or  higher  quality  health 
care. 

Obviously,  Medicare  is  not  responsible  alone  for  this  excess  inflation.  The  design 
of  most  insurance,  private  and  public,  has  been  faulty  in  a  variety  of  respects.  In 
my  view,  one  of  the  principal  problems  has  been  the  tendency  of  both  government 
and  employers  to  hide  from  individuals  how  much  they  are  paying  for  health  care 
even  at  the  time  of  insurance  purchase.  In  this  way,  the  public  is  kept  out  of  partici- 
pation through  informed  choice  of  how  to  spend  their  wages  and  tax  dollars  and  how 
to  allocate  their  government  benefits.  Government  programs,  counting  tax  subsidies, 
provide  more  than  one-half  of  the  more  than  $10,000  per  household  per  year  that 
IS  being  spent  on  average  for  health  care  in  the  United  States.  Therefore,  while  not 
fully  responsible,  these  programs  are  hardly  immune  from  responsibility  for  the 
growth  in  health  care  costs. 

UPCOMING  PROBLEMS:  MEDICARE  SHORTFALLS  AND  DECLINES  IN  WORKERS-TO-RETIREE 

RATIOS 

The  budget  problems  within  Medicare  are  glaring  and  immediate.  The  Medicare 
Trust  Funds  are  scheduled  to  run  out  of  money  just  after  the  turn  of  the  century. 
The  trustees  of  Medicare  have  continually  warned  about  this  shortfall.  To  make 
matters  worse,  this  depletion  of  the  Medicare  Trust  Fund  occurs  during  a  period  of 
reprieve — ^when  the  number  of  new  elderly  is  relatively  small,  due  to  the  retirement 
in  this  decade  and  the  next  of  the  baby  bust  population  bom  during  the  Depression 
and  World  War  II. 

Once  the  baby  boomers  retire — and  some  hit  age  62  in  as  little  as  13  years — ^the 
worker-to-retiree  ratio  drops  swiftly  and  dramatically.  Even  if  health  costs  were  al- 
most totally  under  control  and  were  rising  no  faster  per  person  than  real  income 
in  the  economy.  Medicare  costs  would  still  grow  from  a  little  more  than  2  percent 
of  gross  domestic  product  today  to  a  little  less  than  4  percent  by  2030.  Under  inter- 
mediate Social  Security  assumptions  that  include  higher  levels  of  increase  in  health 
costs,  Medicare  outlays  will  increase  by  more  than  j5  percentage  points  of  GDP  and 
will  more  than  triple  relative  to  the  size  of  the  economy.  The  demographic  shift,  of 
course,  hits  Social  Security,  as  well  as  Medicare.  If  taxes  are  kept  constant  relative 
to  income,  and  all  other  expenditures  are  kept  constant,  projections  performed  by 
Jon  Bakija  and  myself  at  the  Urban  Institute,  then  by  the  Bipartisan  Commission 
on  Entitlement  and  Tax  Reform,  show  deficits  rising  to  unsustainable  rates  like  10 
percentage  points  of  GDP. 

THE  SAVINGS  ISSUE 

Some  researchers — including  my  Urban  Institute  colleague,  John  Sabelhaus,  and 
Laurence  Kotlikoff  of  Boston  University — now  believe  that  growth  in  Medicare  and 
other  government  health  spending  is  partly  responsible  for  the  decline  in  the  Na- 
tion's savings  rate.  One  reason,  of  course,  is  that  the  Federal  deficit  keeps  rising 
along  v^dth  these  costs.  The  current  design  of  Medicare,  however,  tends  to  reduce 
private  saving  as  well.  Remember  that  younger  members  of  society  are  contributing 
more  and  more  for  retirement  and  health  programs,  but  those  contributions  for  the 
most  part  are  not  being  saved.  In  the  case  of  health  care,  these  taxes  or  contribu- 
tions are  transferred  and  spent  almost  immediately.  Interestingly,  while  the  decline 
in  income  transferred  by  younger  workers  is  recognized  by  them,  the  significant  in- 
crease in  the  value  of  Medicare— and,  hence,  real  income  transferred — is  oft^n  ig- 
nored by  the  recipients.  That  is,  since  the  costs  of  health  care  are  seldom  recognized 
individually,  many  view  themselves  as  having  health  insurance  today  just  like  they 
had  yesterday.  In  fact,  a  societal  choice  is  being  made  to  transfer  significantly  great- 
er income  every  year  in  the  form  of  health  care  benefits.  Whereas  the  young  have 
less  income  out  of  which  to  save,  however,  those  receiving  health  care  transfers  si- 
multaneously consume  all  of  their  health  care  transfer. 

When  the  Federal  budget  is  examined  as  a  whole,  it,  too,  has  become  increasingly 
consumption-oriented — ^largely  because  of  increases  in  the  share  of  the  budget  de- 
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voted  to  health.  This  share  has  risen  from  2.1  percent  in  1962  to  11.1  percent  in 
1980  to  19.8  percent  in  1995  and  toward  23.3  percent  by  2000.  Retirement  and 
health  now  comprise  about  half  of  the  Federal  budget.  Interest  and  defense  com- 
prise another  30  percent  of  the  total,  while  less  than  20  percent  is  devoted  to  every- 
thing else.  The  attempts  of  different  policy  makers,  Republican  and  Democrat,  to  in- 
vest in  education  or  research  and  development  credits  or  similar  items  have  been 
quite  trivial  in  their  impact  relative  to  the  vast  amounts  spent  on  health  care.  Re- 
flecting this  consumption/investment  shift  even  further.  President  Clinton's  current 
budget  asks  for  substantial  increases  in  health  care  consumption  as  a  percentage 
of  GDP,  but  cuts  in  health  care  research  as  a  percentage  of  GDP. 

DESIGNING  PROGRAMS  FOR  THE  ELDERLY  IN  A  COMPREHENSIVE  MANNER 

In  an  environment  of  reinventing  and  redesigning  government,  it  is  often  dan- 
gerous to  place  different  government  problems  into  separate  compartments.  While 
perhaps  useful  during  a  period  of  expansion,  broad  reform  of  government  often  can- 
not be  achieved  as  well  when  choices  are  constrained  compartment  by  compartment. 
Such  fragmentation  often  puts  off  the  table  some  of  the  broad  tradeoffs  that  might 
offer  a  fairer  or  more  efficient  government  and,  hence,  be  more  acceptable  to  all 
sides. 

Narrowing  of  options  may  also  be  a  major  obstacle  to  the  reform  of  Medicare.  In 
my  view,  for  instance,  it  is  a  mistake  to  treat  Medicare  Part  A  separately  from  Med- 
icare Part  B,  from  Medicaid,  long-term  care,  and  even  from  Social  Security  cash 
payments.  A  better  approach,  it  seems  to  me,  is  to  figure  out  the  best  package  of 
benefits  that  can  be  given  to  the  elderly  at  a  given  cost,  and  then  to  divide  that 
package  across  functional  areas  in  the  most  practical  and  administrable  manner. 

From  a  tax  perspective,  the  cost  of  health  care  for  the  elderly — ^much  less  all  pro- 
grams for  the  elderly — are  not  covered  by  earmarked  Social  Security  taxes.  General 
revenues  support  part  B  of  Medicare,  Medicaid  long-term  care,  and  even  part  A 
through  a  fairly  generous  formula  of  attribution  of  income  taxes  on  some  Social  Se- 
curity benefits  to  the  Medicare  trust  fund. 

Partly  because  of  the  open-ended  nature  of  Medicare,  the  entire  package  of  pro- 
grams for  the  aged  has  become  increasingly  health-dominated.  Until  the  mid-1960's, 
all  Social  Security  payments  were  in  the  form  of  cash.  Even  after  the  adoption  of 
Medicare,  cash  payments  were  dominant:  they  comprised  about  82  percent  of  total 
Social  Security  plus  Medicare  expenditures  as  late  as  1970.  Today,  however,  cash 
payments  have  fallen  to  about  68  percent  of  total  Social  Security  plus  Medicare  ex- 
penditures, and  they  are  expected  to  fall  to  about  half  of  total  expenditures  by  2010. 

The  shift  from  cash  to  in-kind  benefits  dramatically  changes  the  character  of  So- 
cial Security  and  threatens  to  distance  it  from  its  original  purposes.  Initially 
thought  of  as  a  means  of  providing  the  elderly  with  annuities  that  would  give  them 
freedom  to  choose  how  to  live  their  last  years  with  dignity.  Social  Security  as  a 
whole  is  being  converted  to  one  where  a  much  greater  portion  of  their  benefits  are 
not  under  the  control  of  recipients.  With  Medicare,  the  government  increasingly  is 
directing  what  the  elderly  spend,  how  they  spend  it,  at  what  price  the  spending  can 
occur,  and  how  producers  must  supply  the  goods  and  services  they  receive. 

If  Social  Security  and  Medicare  are  considered  as  an  integral  whole,  I  believe  that 
we  would  be  less  likely  to  continue  the  trend  toward  increasing  real  Medicare  bene- 
fits even  while  we  cut  cash  benefits.  Some  worthwhile  tradeoffs  would  become  more 
apparent,  including  an  increase  in  cash  benefits  for  some,  especially  the  poor  elder- 
ly, in  exchange  for  more  tightly  controlled  expenditures  in  Medicare.  In  this  regard, 
note  that  despite  vast  improvements  in  the  well-being  of  the  elderly,  the  United 
States  still  has  one  of  the  highest  poverty  rates  for  the  elderly  in  the  industrialized 
world. 

As  I  indicated  above,  I  believe  that  we  would  also  get  better  insurance  choices  if 
individuals  were  acquainted  with  just  what  they  are  paying  for  that  insurance. 
Thus,  we  ought  to  be  honest  with  Social  Security  recipients  by  indicating  to  them 
the  real  cost  of  their  health  insurance  at  the  same  time  that  we  send  them  their 
Social  Security  checks.  My  guess  is  that  they,  too,  would  begin  to  question  whether 
they  are  getting  their  money's  worth  out  of  Medicare  and  would  be  more  willing  to 
consider  alternative  packages  of  benefits. 

The  failure  to  treat  Medicare  and  Social  Security  in  a  more  comprehensive  man- 
ner has  resulted  in  some  questionable  policy  shifts.  For  instance,  there  is  now  a 
scheduled  increase  in  the  normal  age  of  retirement  for  Social  Security,  but  not  for 
Medicare.  While  whittling  away  at  the  earnings  test  applying  to  cash  benefits,  more- 
over, Congress  has  established  a  new  and  more  powerful  health  earnings  test-;-the 
requirement  Medicare  be  a  secondary  payor  relative  to  health  insurance  provided 
by  employers  of  20  or  more  workers.  This  latter  requirement  creates  enormous  pres- 


104 

sure  to  retire — and  for  employers  to  encourage  early  retirement — even  when  individ- 
uals have  much  to  contribute  to  the  economy. 

CONCLUSION 

The  health  care  package  we  offer  tomorrow  will  be  much  more  generous  and  rich 
than  the  one  we  offer  tooay.  There  is  almost  universal  agreement,  however,  that  the 
current  system,  with  its  extraordinary  demands  on  both  trust  funds  and  general 
revenues,  cannot  be  sustained.  Even  if  such  levels  of  spending  were  possible,  as  a 
society  we  must  ask  ourselves  whether  it  is  in  the  best  interest  of  all  members  of 
society  to  spend  continually  higher  shares  of  our  national  income  on  health  care  con- 
sumption. 1  believe  that  if  budget  rules  were  really  neutral  toward  all  choices,  we 
would  identify  other  needs  and  investments — ^both  for  this  and  future  generations — 
that  deserve  equal  or  greater  attention. 

Mr.  Smith  of  Michigan  [presiding].  Thank  you. 
Mr.  Boulter. 

STATEMENT  OF  HON.  BEAU  BOULTER,  FORMER  MEMBER  OF 
CONGRESS,  ON  BEHALF  OF  UNITED  SENIORS  ASSOCIATION, 
INC. 

Mr.  Boulter.  Thank  you,  Mr.  Chairman.  This  is  a  very  popular 
program  we  are  talking  about  here  today,  and  rightly  so.  It  enjoys 
support  among  the  elderly.  That  population  is  growing.  It  has  sup- 
port among  elected  officials,  and  rightfully  so,  but  it  is  a  program 
which  is  sick,  and  to  deny  that  is  to  deny  reality. 

So,  first  of  all,  I  am  just  very,  very  glad  that  Medicare  is  on  the 
table  with  this  Congress  and  with  this  committee.  I  am  also  very 
glad,  Mr.  Chairman,  that  United  Seniors  Association,  which  I  rep- 
resent, has  been  invited  to  testify  here  because  we  are  a  conserv- 
ative grassroots  seniors  organization  and  there  are  those  seniors 
organizations  in  the  country  who  would  tell  Members  of  Congress 
to  take  Medicare  off  the  table,  do  not  touch  Medicare,  and  they  say 
that  in  the  guise  of  defending  or  protecting  Medicare. 

But  in  our  way  of  thinking,  that  is  like  a  doctor  telling  me,  if  I 
am  real  sick,  you  are  OK,  I  am  not  going  to  touch  you,  but  what 
I  really  need  is  radical  surgery.  I  think  that  is  where  Medicare  is. 
It  really  needs  reforming,  and  if  we  are  going  to  protect  it  and  de- 
fend it  and  protect  health  care  for  senior  Americans,  then  we  are 
going  to  have  to  make  some  hard  decisions — ^you  people  are,  not 
me — on  Medicare. 

We  think  at  United  Seniors  Association  that  the  only  reforms 
which  will  really  work,  Mr.  Chairman — and  they  are  detailed  more 
in  my  written  testimony  which  I  hope  will  be  part  of  the  record, 
but  the  only  reforms  that  will  really  work  are  those  that  put  fiscal 
discipline  back  into  the  system;  that  is  one;  and  then,  secondly, 
those  that  put  incentives  along  market  lines  into  the  health  care 
system  for  the  elderly. 

On  the  point  of  fiscal  discipline.  United  Seniors  Association  takes 
the  position,  Mr.  Chairman,  that  payroll  taxes  should  not  be  in- 
creased anymore.  We  don't  want  to  see  payroll  taxes  on  younger 
working  people  increased. 

Also,  we  at  United  Seniors  Association  don't  believe  that  Medi- 
care premiums  paid  by  the  elderly  should  be  increased.  We  think 
that  that  will  encourage,  on  the  one  hand,  spending  more  and  more 
money  from  the  Medicare  system;  on  the  other  hand,  rationing 
health  care  more  and  more  to  control  costs.  So  we  think  the  ap- 
proach should  be  the  opposite  of  increasing  revenues  from  the  gen- 
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eral  tax  fund  and  from  premiums.  We  think  the  approach  should 
be  to  cap  revenues  and  to  make  a  determination  to  live  within  a 
Medicare  budget. 

So  our  first  recommendation  is  to  allow  these  revenue  increases 
to  increase  only  as  the  national  income  increases.  We  are  not  say- 
ing no  increases,  but  limit  the  increases  to  the  growth  of  the  econ- 
omy. I  think  that  is  an  important  reform  in  and  of  itself  that  will 
frankly  sound  very,  very  good  out  there  to  working  people,  to 
younger  people.  It  addresses  the  generational  equity  thing  that  has 
been  discussed.  It  is  also  going  to  sound  good  to  retirees  them- 
selves. 

But  then  along  with  that,  we  have  got  to  have  programmatic  re- 
forms, without  which  we  won't  get  anywhere,  and  the  first  one  that 
United  Seniors  Association  thinks  you  have  to  look  at  seriously  is 
to  delay  the  retirement  age  for  beneficiaries  in  order  to  get  rid  of 
a  big  hunk  of  the  Medicare  deficit. 

Then,  broadly  speaking,  we  also  think  that  senior  citizens  should 
be  given  the  tools  and  the  incentives  with  which  to  control  their 
own  health  care  costs,  and  this  means  more  or  less  market  forces 
have  to  come  into  play.  One  way  to  do  that,  and  it  has  been  men- 
tioned briefly  already,  is  to  raise  deductibles.  That  is  not  nec- 
essarily a  popular  thing  to  talk  about,  but  we  believe  that  it  is  a 
way  to  put  incentives  to  control  costs  back  into  the  system,  and  we 
believe  that  it  is  a  way  to  give  seniors  more  control  over  their  own 
health  care  expenditures. 

What  we  are  proposing  is  that  you  change  the  Medicare  benefits 
package  eventually;  this  has  to  be  done  over  a  period  of  time,  but 
that  you  change  the  benefits  package  so  that  it  comports  with  the 
resources  which  are  available  to  finance  the  program.  The  Medi- 
care benefits  package  should  be  adjusted  each  year  so  that  the  pro- 
gram would  spend  only  those  revenues  that  come  into  it  from  tax 
sources  and  from  premiums. 

The  best  way  of  doing  this  over  a  period  of  time  is  to  provide  un- 
limited catastrophic  benefits  to  seniors  so  that  they  can  take  care 
of  their  major,  major  illnesses,  which  they  can't  do  now  under  Med- 
icare. They  have  to  figure  out  some  other  way  to  do  it. 

The  way  to  do  this  is  to  combine  that  sort  of  comprehensive  cov- 
erage with  high  deductibles.  We  realize  that  for  a  period  of  time, 
maybe  10  years  or  so,  the  deductibles  will  have  to  stay  low;  I  mean, 
maybe  even  a  few  hundred  dollars.  But  over  a  period  of  time,  they 
are  going  to  have  to  be  raised  as  high  as  several  thousand  dollars, 
we  think,  so  that  Medicare  can  start  providing  for  these  cata- 
strophic illnesses. 

Meanwhile,  we  have  got  the  baby  boomers  and  the  younger  work- 
ers who  are  working,  and  what  we  are  saying  for  them  is  that  in 
order  to  prepare  for  this  high  deductible,  we  believe  that  they 
should  be  allowed  to  invest  in  expanded  IRA's.  Because  of  the  reve- 
nue problem  and  the  budget  neutrality  problem,  we  aren't  saying 
that  they  should  get  an  up-front  tax  deduction  for  investing  in 
IRA's,  but  after  65,  make  tax-free  withdrawals  equivalent  to  an  up- 
front tax  deduction.  This  would  enable  people  to  get  ready  for  the 
time  when  Medicare  is  going  to  have  a  high  deductible  and  it  will 
allow  them  to  pay  for  those  expenses  that  are  subject  to  the  deduct- 
ible. 
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We  also  want  to  help  the  elderly  poor  because  they  are  going  to 
have  high  deductibles,  too,  under  our  reform  proposal.  Down  the 
road,  they  would  be  facing  high  deductibles,  so  we  want  them  to 
have  vouchers  or  a  refundable  tax  credit  in  order  to  meet  their  de- 
ductible expenses. 

Then,  finally,  we  think — and  this  is  maybe  a  key  to  our  proposal, 
not  that  we  think  we  have  got  all  the  answers  or  anything,  but  we 
think  that  senior  citizens  should  be  given  a  full  range  of  choice,  Mr. 
Chairman,  so  that  they  can  take  essentially  the  money  that  is 
being  spent  on  the  average  Medicare  beneficiary  per  year  right 
now — ^take  that  money  and  go  out  into  the  marketplace.  They  don't 
have  to.  They  can  stay  in  this  restructured  Medicare  system  if  they 
want  to,  but  we  would  allow  them  to  go  outside  of  the  system  and 
purchase  any  sort  of  insurance  plan  that  they  want  to  purchase, 
whether  it  is  an  HMO  or  traditional  insurance  or  whatever. 

We  think  that  these  kinds  of  reforms  will  encourage  preventive 
health  care,  which  is  so  important.  We  think  that  they  will  actually 
reverse  the  trend  which  is  resulting  in  rationing  of  health  care  for 
seniors  now,  which  United  Seniors  has  always  fought.  That  is  one 
reason  we  were  so  much  opposed  to  the  Clinton-style  health  care 
reform  plan  is  because  of  rationing,  but  you  have  got  the  same 

Eroblem  under  the  Medicare  system.  We  think  that  it  will  help  you 
alance  the  budget  to  make  these  reforms,  and  to  control  costs,  and 
we  think  it  is  good  for  the  younger  generation  as  well. 
[The  prepared  statement  of  Beau  Boulter  follows:] 

Prepared  Statement  of  Hon.  Beau  Boulter,  Former  Member  of  Congress,  on 
Behalf  of  United  Seniors  Association,  Inc. 

CJood  morning  Chairman  Kasich  and  members  of  the  Budget  Committee.  I  am 
Beau  Boulter,  legislative  counsel  for  United  Seniors  Association.  As  a  former  mem- 
ber of  the  Budget  Committee,  it  is  a  pleasure  to  testify  before  you  today. 

As  all  of  you  know,  the  Medicare  system  faces  an  impending  financial  collapse. 
The  Board  of  Trustees  of  the  Hospital  Insurance  Program  have  concluded  that  the 
HI  trust  fund  will  be  broke  by  2001. 

The  current  spending  growth  is  unsustainable.  Maintaining  the  program  with  no 
change  would  require  a  265-percent  increase  in  the  payroll  tax  for  mose  workers 
just  entering  the  work  force  today.  Financing  all  promised  Medicare  benefits  would 
require  an  equivalent  increase  in  the  monthly  premiums  paid  by  the  elderly  for  part 
B.  By  the  time  today's  young  workers  retire,  they  woiild  have  to  pay  premiums 
equivalent  to  $200  per  month  in  today's  terms. 

In  short,  unless  we  act  soon,  continuing  the  current  system  unchanged  means  dra- 
matic increases  in  premiums  and  payroll  taxes  in  the  not  too  distant  future. 

It  would  be  nice  to  be  able  to  sit  here  and  say,  as  I'm  sure  representatives  of  some 
seniors  groups  will,  that  Congress  has  to  keep  its  hands  off  Medicare  and  that  you 
have  to  simply  find  the  money  elsewhere  to  solve  these  problems. 

It  would  be  nice.  We  could  go  back  to  our  members  and  tell  them  that  we  are 
fighting  tooth  and  nail  to  protect  their  interests  and  benefits  no  matter  what. 

But  it  would  be  irresponsible  and  a  disservice  to  our  members  to  do  that.  Our 
members  weren't  bom  yesterday  and  neither  was  I.  They  know  that  to  really  protect 
their  legitimate  interests  we  have  to  recognize  these  problems  and  work  with  you 
to  find  solutions  to  them. 

If  any  of  us  ignore  the  impending  crisis,  the  system  is  going  to  crash,  and  that's 
in  no  one's  interest. 

Iii  fact,  our  members,  and  millions  of  other  seniors,  are  already  beginning  to  suf- 
fer from  the  Band-Aids  previous  Congresses  and  administrations  have  applied  to 
avoid  the  overall  reforms  we  all  know  are  necessary  and  inevitable. 

The  looming  Medicare  financing  crisis  already  poses  threats  to  the  quality  of  care 
available  to  seniors.  The  Federal  Government,  starting  in  1983,  has  imposed  a  se- 
ries of  new  controls,  restrictions  and  procedural  relations,  restricting  medical 
treatments  doctors  can  choose  to  provide  and  second-guessing  the  choices  doctors 
are  allowed  to  make. 
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The  result  is  rationed  care.  Every  year,  more  Medicare  beneficiaries  report  dif- 
ficulty finding  a  doctor  willing  to  take  them  as  patients.  Bureaucratic  rationing  has 
led  to  more  Medicare  beneficiaries  discharged  from  the  hospital  in  unstable  condi- 
tion, with  a  greater  likelihood  of  death  for  those  discharged  unstable. 

Clearly,  the  system  must  be  fixed.  United  Seniors  Association  has  proposed  a  re- 
vamping of  the  Medicare  system  to  allow  seniors  greater  choice,  thereby  creating 
competition  to  control  the  growth  in  Medicare  spending.  The  first  step  of  our  pro- 
posal is  a  prohibition  on  tax  increases  and  limits  on  Medicare  premium  increases. 
These  bold  steps  address  two  problems.  One,  capping  revenues  into  the  system 
forces  Congress  to  design  and  the  administration  to  implement  a  program  tiiat  lives 
within  a  budget.  The  current  system  is  completely  lacking  in  any  such  discipline. 
Two,  these  financing  reforms  give  Congress  sorely  needed  credibility  as  it  proceeds 
with  systemic  program  reforms. 

Systemic  reforms  are  then  reauired  to  match  program  outlays  with  capped  reve- 
nues. First,  Congress  should  delay  the  retirement  age.  Life  expectancy  has  grown 
significantly  since  Medicare  was  adopted,  and  eligibility  began  at  age  65;  it  now 
stands  at  80  for  males  and  84  for  females.  Raising  the  eligibility  age  to  70  would 
eliminate  about  40  percent  of  the  projected  Medicare  deficits. 

You  will  be  interested  to  know  that  as  recently  as  2  years  ago  we  asked  our  mem- 
bers which  reforms  they  thought  ought  to  be  adopted  and  a  significant  majority  said 
that  they  would  support  raising  the  age  of  retirement  and  eligibility. 

But  the  most  important  changes  to  the  Medicare  system  are  those  that  realign 
incentives  for  beneficiaries  in  me  program.  Today,  Medicare  encourages  overcon- 
sumption  of  medical  services,  through  low  deductibles  and  coverage  of  routine  care. 
The  current  rationing  scheme  seeks  to  limit  the  availability  of  services  to  com- 
pensate for  the  incentives  in  the  system.  Instead  of  bureaucratic  centralized  ration- 
ing, our  approach  puts  the  incentives  for  saving  into  the  hands  of  seniors  them- 
selves. Our  approach  would  replace  the  current  laundry  list  of  limits  on  the  use  of 
each  specified  Medicare  benefit  with  comprehensive  coverage  of  all  listed  benefits 
once  beneficiaries  have  satisfied  a  reasonable  deductible. 

The  vast  majority  of  seniors  already  purchase  medigap  insurance  to  cover  the 
services  Medicare  does  not  cover.  The  premiums  spent  on  medigap  plans,  combined 
with  the  savings  from  capping  fiiture  part  B  premium  increases,  will  provide  seniors 
with  significant  cash  reserves  to  cover  the  higher  deductible.  Seniors  could  choose 
to  buy  comprehensive  medigap  coverage  designed  to  match  up  with  the  new  Medi- 
care benefits  package,  or  they  could  pay  out-of-pocket  for  expenses  below  the  deduct- 
ible. Under  either  approach,  seniors  would  have  a  vested  interest  in  seeking  cost- 
effective  coverage  for  routine  services. 

Our  proposal  would  allow  the  Medicare  deductible  to  increase  in  the  future  to  en- 
sure that  Medicare  spending  does  not  exceed  revenues.  While  the  deductibles  would 
remain  fairly  low  under  this  provision  for  the  next  several  years,  over  time  the  de- 
ductible would  increase  substantially.  None  of  us  want  to  see  that  happen,  but  we 
see  it  as  necessary  to  real  reform.  We  propose  expanding  current  IRA's  to  allow 
baby  boomers  and  younger  workers  to  save  now  in  preparation  for  the  deductibles 
they  will  face  after  retirement.  Allowing  tax-free  withdrawal  of  funds  after  age  65 
for  medical  expenses  would  provide  seniors  with  the  cash  they  need  to  cover  the  new 
Medicare  deductible  without  distorting  the  incentives  for  seniors  to  seek  cost-effec- 
tive care. 

Finally,  we  recommend  allowing  all  seniors  to  take  the  fiinds  spent  by  Medicare 
for  their  care  and  purchase  any  private  insurance  plan  of  their  choosing.  Seniors 
would  have  the  choice  of  remaining  in  the  restructured  Medicare  program,  purchas- 
ing expanded  benefit  coverage  through  an  HMO,  or  buying  traditional  insurance 
coverage  from  a  private  insurer.  Our  proposal  also  recommends  health  insurance 
vouchers  for  the  poor  elderly,  to  ensure  that  the  added  deductible  in  the  Medicare 
package  will  not  prevent  low-income  elderly  from  obtaining  needed  care. 

We  firmly  believe  that  any  reform  of  the  Medicare  system  must  be  undertaken 
to  save  the  system  and  ensure  that  it  continues  to  fulfill  its  role  of  providing  health 
benefits  to  seniors.  Addressing  the  financial  structure  and  the  benefit  structure  to 
improve  the  Medicare  program  will  also  have  the  beneficial  effect  of  helping  Con- 
gress address  the  Nation's  Dudget  crisis. 

Seniors  want  to  leave  their  children  and  grandchildren  a  better  world  than  they 
inherited.  They  support  responsible  government  and  believe  the  Federal  budget 
should  be  balanced,  but  reforms  adopted  simply  to  achieve  this  goal  could  prove  dis- 
astrous for  current  and  future  retirees  who  have  planned  their  retirement  assuming 
the  existence  of  Medicare  benefits  now  available  to  them. 

Seniors  will  support  Medicare  reform  that  serves  both  their  own  interests  and  the 
interests  of  future  generations.  Our  proposal  does  that.  It  eliminates  the  long-term 
financing  crisis,  while  at  the  same  time  allowing  the  elderly  full  control  over  their 
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Medicare  funds.  Saving  the  system  from  bankruptcy  is  important  to  all  seniors.  It 
is  toda/s  seniors  who  will  bear  the  burden  if  the  system  collapses  under  its  own 
weight.  I  urge  you  to  consider  our  proposals  to  reform  Medicare  in  order  to  strength- 
en it  and  save  it  from  bankruptcy.  That  approach  will  gamer  support  for  reform 
from  seniors  around  the  Nation. 
Thank  you. 

Mr.  Smith  of  Michigan.  Thank  you  very  much. 

Yesterday,  we  heard  testimony  that  was  interesting  from  some  of 
the  large  corporations  in  the  United  States  that  indicated  how 
much  of  their  cost  for  their  retirees  was,  in  effect,  subsidized  by 
Medicare.  One  of  the  companies  indicated  that  for  the  64-year-old 
retiree,  the  company  had  a  cost  of  $5,500  a  year,  compared  to  65, 
when  Medicare  kicked  in,  their  cost  was  $1,100.  In  addition,  what 
I  think  I  have  heard  is  the  suggestion  that  we  consider  increasing 
the  deductibles,  that  we  consider  increasing  the  copay. 

Do  you  see  any  other  areas  that  we  might  consider  in  terms  of 
reducing  the  Medicare  costs?  Maybe  we  will  just  go  across  on  that 
question. 

Mr.  King.  Well,  I  certainly  wouldn't  give  up  on  managed  care  as 
a  way  of  reducing  Medicare  costs,  perhaps  together  with  other  ini- 
tiatives to  reduce  Medicare  costs,  but  I  tnink  managed  care  is  real- 
ly more  of  a  long-run  solution  than  it  is  a  short-term  solution. 

Mr.  Smith  of  Michigan.  Mr.  Steuerle. 

Mr.  Steuerle.  I  certainly  think  we  have  to  look  at  deductibles 
and  we  have  to  look  at  managed  care.  I  think  we  have  to  start  test- 
ing the  market  with  vouchers,  which  in  some  ways  fits  in  closely 
with  the  managed  care  type  of  idea. 

My  fear  is  that  historically  we  have  often  resorted  to  one  tech- 
nique or  the  other  as  a  means  of  controlling  Medicare  costs,  but  we 
have  done  it  in  a  way  that  might  be  made  analogous  to  pushing 
on  air  in  a  balloon.  Yes,  we  succeed  in  pushing  on  one  part  of  the 
balloon,  but  what  can  happen  in  all  these  types  of  proposals  is  in 
many  cases  providers  can  just  move  to  a  different  part  of  the  mar- 
ket, reduce  slightly  the  time  they  spend  on  the  current  services  on 
which  the  pressure  is  not  placed,  and  the  costs  shift  to  other  parts 
of  the  balloon.  We  have  seen  that  when  we  have  pushed  on  Medi- 
care Part  A.  We  got  costs  a  little  more  under  control  there  and  then 
Medicare  Part  B  skyrocketed,  and  so  on  and  so  forth. 

I  think  there  are  some  really  tough  decisions  here,  we  can  take 
voucher-type  approaches  where  there  is  a  dollar  limit  so  that  peo- 
ple go  out  and  then  bargain,  perhaps  through  intermediaries,  to  get 
a  package  of  goods  and  services — ^this  would  be  a  regulated  vouch- 
er, by  the  way,  that  would  have  to  guarantee  some  minimal 
amounts  of  care.  The  other  thing  that  has  to  happen  is  I  think 
more  pressure  has  to  be  placed  upon  prices.  That  is,  we  need  kind 
of  a  blanket  that  says,  yes,  we  are  going  to  try  a  lot  of  different 
things,  but  even  if  all  of  them  are  tried,  we  have  to  have  some  con- 
trol that  says  we,  the  government,  operating  as  this  large  insur- 
ance company,  can  only  pay  out  so  much  money. 

One  way  we  might  do  it,  for  instance,  might  be  to  ratchet  prices 
down  continually  to  stay  within  a  particular  budget.  I  don't  want 
to  push  only  on  the  price  side,  but  my  point  is  we  not  try  only  these 
quantity  approaches.  We  will  try  using  deductibles  to  get  people  to 
demand  less  care,  and  we  will  try  managed  care  and  we  will  try 
all  these  other  things,  but  I  think  we  still  need  to  have  something 


109 


that  says  when  we  push  on  this  area  in  the  balloon  we  need  to 
make  sure  air  just  doesn't  pop  out  at  some  other  part  of  the  sys- 
tem. 

That  is  a  very  tough  choice  and  it  is  not  going  to  be  easy,  and 
certainly  the  providers  aren't  going  to  like  it  very  much,  but  I  think 
we  have  to  be  even  tougher  on  ratcheting  down  prices  when  all  our 
other  techniques  don't  work,  which  then  would  force  providers  back 
to  the  table  to  again  try  to  

Mr.  Smith  of  Michigan.  Did  I  understand  you  to  say  that  today 
it  would  take  the  equivalent  of  $250,000  in  place  to  pay  for  the  av- 
erage retiree's  health  benefits  for  the  rest  of  their  life?  Is  that  what 
you  said? 

Mr.  Steuerle.  Close  to  $250,000  for  a  couple.  Now,  that  is  under 
the  current  scenario  of  growth,  so  some  of  that  figure  has  the  cur- 
rent growth  built  into  it,  but  that  is  correct. 

Mr.  Smith  of  Michigan.  Mr.  Boulter,  maybe  before  you  react, 
also  I  am  wondering  about  the  fact  that  we  are  getting  better  and 
better  health  care  simply  because  technology  increases,  and  if  you 
maintain  the  old  health  care  with  the  old  technology,  you  are,  in 
effect,  moving  into  some  form  of  rationing,  it  would  seem  to  me. 

So,  Mr.  Boulter,  comments  on  other  areas  that  we  might  reduce 
costs? 

Mr.  Boulter.  Well,  first  of  all,  Mr.  Chairman,  I  don't  think  there 
is  any  evidence  to  support  the  notion  that  these  kinds  of  price  con- 
trols will  help  control  costs.  DRG's  really  haven't.  The  cost  controls 
on  doctors  and  those  types  of  things  just  don't  seem  to  work. 

I  think  the  ultimate  answer  is  you  have  got  to  get  back  to  the 
marketplace  and  put  the  control  back  into  the  hands  of  the  people 
that  are  spending  the  money,  and  that  is  the  way  you  are  going 
to  control  the  costs.  That  is  why  we  are  in  favor  of  the  vouchers, 
the  high  deductibles,  and  the  MSA's  and  a  full  range  of  options  so 
that  seniors  can  go  into  the  marketplace.  I  think  eventually  that 
is  what  you  are  going  to  have  to  do. 

Mr.  Smith  of  Michigan.  Do  any  of  you  have  a  feel  for  the  value 
or  the  potential  savings  by  exerting  a  greater  effort  on  fraud  and 
abuse  within  the  system?  Would  any  of  you  like  to  comment  on 
that?  How  much  could  we  save  if  we  got  rid  of  fraud  and  abuse? 

Mr.  King.  Well,  I  think  there  is  an  enormous  amount  of  fraud 
and  abuse  in  the  system,  but  the  question  is  what  do  you  do  to  get 
it  out.  Just  increasing  the  staff  of  the  inspector  general  or  some- 
thing along  those  lines  I  don't  think  is  going  to  get  rid  of  fraud  and 
abuse.  The  real  way  to  get  rid  of  fraud  and  abuse  is  to  make  the 
beneficiary  cost-conscious.  Consequently,  when  the  beneficiaries  are 
interested  in  the  cost  of  their  care,  then  the  primary  care  physi- 
cians will  be  interested  in  the  cost  of  their  care  as  well. 

So  once  you  get  the  beneficiary  involved,  he  or  she  acts  as  a 
frontline  person  making  sure  that  he  or  she,  together  with  the 
Medicare  program,  is  not  provided  too  many  services  or  overly  ex- 
pensive services. 

Mr.  Smith  of  Michigan.  Other  comments? 

Mr.  Boulter.  You  know,  we  think  there  is  maybe  $100  billion 
or  so  worth  of  fraud  in  the  health  care  system.  How  do  you  get  it 
out?  I  think  that  the  answer  is  basically,  you  have  to  leave  it  to 
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the  consumer  to  get  rid  of  it.  As  long  as  it  is  just  third-party  payer 
and  government,  it  is  going  to  be  hard  to  get  rid  of. 

Mr.  Smith  of  Michigan.  Let  me  ask  you  a  question  about  the 
way  we  tax  HI.  As  long  as  we  are  taxing  based  on  ability  to  pay 
and  providing  a  service  to  some  extent  on  need,  shall  we  just  move 
that  to  the  front  of  the  1040  instead  of  keeping  it  under  the  payroll 
deductions? 

Mr.  Steuerle.  That  is  a  tough  question.  My  concern  is  indeed 
that  in  health  care  we  have  tended  to  deal  with  health  care  in 
these  little  pockets,  you  know.  So  we  spend  for  health  care— we  put 
some  money  in  the  front  door  and  some  in  the  back  door  and  some 
in  the  side  window  and  some  in  the  front  window. 

So  we  have  got  Medicare  Part  A  which  is  partly  financed  out  of 
an  earmarked  tax  and  partly  financed  out  of  income  taxes  on  Social 
Security  benefits  going  into  Medicare.  We  have  got  Medicare  Part 
B  that  is  financed  mainly  out  of  general  revenues.  We  have  Medi- 
care long-term  care  that  is  quite  substantial  that  is  financed  out 
of  general  revenues.  I  think  doing  all  of  these  separate  pots  is  be- 
coming quite  difficult. 

Starting  from  scratch,  I  might  very  well  be  willing  to  consider 
going  to  an  income  tax.  However,  I  have  to  say  that  the  earmarked 
tax  does  have  the  advantage  of  having  one  look  at  the  system  as 
a  whole,  so  that  this  type  of  chart  that  you  have  on  Medicare  Part 
A  is  immediately  part  of  the  system.  You  could  see  it  more  directly. 
Do  you  want  to  raise  the  payroll  tax  rate  to  pay  for  those  types  of 
costs?  You  face  the  issue  more  directly. 

My  fear  is  if  we  just  kind  of  threw  everything  in  general  reve- 
nues, the  way  we  are  operating  now  in  that  part  of  the  budget  is 
we  would  just  let  that  be  further  pressure  on  the  deficit  and  we 
wouldn't  face  up  to  the  real  tax  cost  of  the  system.  So  I  suppose 
I  am  walking  a  little  line  here.  There  is  an  argument  for  treating 
all  these  things  together,  but  I  am  not  sure  I  would  want  to  do  gen- 
eral revenue  financing  of  medical  services  the  way  we  are  general 
revenue  financing  the  rest  of  government. 

Mr.  Smith  of  Michigan.  Let  me  ask  one  last  question  and  then 
I  will  turn  this  over  to  Mr.  Sabo.  In  your  opinion,  are  the  Medicare 
trust  fund  trustees  under  political  pressure  to  present  maybe  more 
optimistic  projections  and  views  than  they  otherwise  would  be? 

Mr.  King.  Yes.  I  can  say  that,  in  my  opinion,  when  I  was  chief 
actuary  of  HCFA  each  year  the  actuarial  opinion  that  I  signed 
since  1988  said  essentially  that  the  projections  were  more  rosy 
than  would  be  appropriate.  That  certainly  continued  up  through 
1994.  We  don't  know  what  assumptions  are  used  in  the  1995  trust- 
ees report. 

Mr.  Smith  of  Michigan.  Thank  you. 

Mr.  Sabo. 

Mr.  Sabo.  Mr.  King,  would  you  agree  with  Mr.  Steuerle  that  A 
and  B  should  be  combined? 

Mr.  King.  I  think  the  way  that  the  program  is  administered  now 
that  A  and  B  are  coordinated,  and  to  a  certain  extent  they  act  as 
one  program  now.  People  think  of  the  Medicare  program  as  one 
program  and,  in  fact,  some  of  the  claims  from  the  SMI  trust  fund 
are  processed  by  intermediaries  who  process  claims  for  the  HI  trust 
fund. 
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Mr.  Sabo.  In  some  cases,  there  is  a  different  administrator  of  the 
two  programs,  though. 

Mr.  King.  That  is  right.  There  are  carriers  that  process  claims 
for  most  of  the  SMI  program,  but  then  in  some  cases  for  outpatient 
hospital  services  and  the  few  home  health  services  that  are  paid 
through  SMI,  they  are  still  processed  by  intermediaries. 

Mr.  Sabo.  Should  we  change  how  we  contract  for  those  adminis- 
trators? My  understanding  is  now  basically  we  are  looking  at  who 
can  handle  the  paperwork  at  the  lowest  cost,  not  who  can  deal  with 
making  any  judgments  on  the  efficiency  of  service. 

Mr.  King.  Well,  I  think  you  may  have  a  point  there.  I  think  that 
sometimes  the  Federal  Grovemment  is  penny-wise  and  pound-fool- 
ish in  the  way  they  allow  the  administrative  costs  for  the  Medicare 
program.  The  administrative  costs  of  the  Medicare  program  are  ex- 
tremely low,  lower  than  any  private  sector  insurance  program, 
partly  because  of  natural  advantages  that  Medicare  has,  such  as  no 
costs  for  advertising  and  things  like  that. 

In  many  cases,  the  administrative  costs  are  so  tight  that  there 
isn't  enough  money  for  edits  to  the  claims  processing  that  would 
discover  certain  abuses  or  certain  marginal  abuses  of  the  system 
that  should  be  discovered. 

Mr.  Sabo.  I  have  other  questions,  but  I  will  wait  for  a  second 
round. 

Mr.  Smith  of  Michigan.  Congressman  Largent. 

Mr.  Largent.  Thank  you.  Mr.  King,  I  wanted  to  ask  you — in 
your  testimony  that  you  submitted,  you  talked  about  risk  seg- 
mentation. What  does  that  mean? 

Mr.  King.  Risk  segmentation  is  when  one  insurance  plan  enrolls 
people  who  are  less  costly  than  the  average,  and  therefore  its  costs 
for  health  care  are  less  than  the  average.  In  the  Medicare  program, 
the  TEFRA  risk-sharing  program.  Medicare  pays  HMO's  who  join 
that  program  a  capitated  rate.  Medicare  pays  95  percent  of  basi- 
cally the  average  adjusted  cost  for  people  who  join  that  program. 

However,  the  people  who  join  the  program,  their  average  cost 
may  be  80  percent,  so  that  Medicare  is  paying  the  HMO's  95  per- 
cent and  the  actual  cost  of  providing  services  to  those  people  is  80 
percent  of  the  average  because  they  are  healthier  than  average. 

Mr.  Largent.  In  your  testimony,  you  kind  of  concluded  with  say- 
ing that  you  weren't  sure  that  moving  Medicare  toward  managed 
care  would  reduce  costs  that  much  in  the  long  term.  Can  you  ex- 
plain that? 

Mr.  King.  I  am  really  talking  more  about  the  short  term.  First 
of  all,  the  program,  in  order  to  save  money  for  Medicare,  would 
have  to  be  restructured  so  that  risk  segmentation  either  couldn't 
occur  or  could  be  adjusted  for,  so  that  it  would  save  more  money 
for  Medicare.  But  then  if  that  happened,  then  it  would  be  less  at- 
tractive to  the  HMO  contractors. 

Right  now,  this  program  is  financially  very  attractive  to  the 
HMO  contractors,  and  so  you  have  to  balance  off  the  necessity  to 
reduce  payments  to  HMO's  in  order  that  Medicare  can  save  money 
against  the  necessity  to  make  the  program  attractive  to  HMO's  so 
that  they  will  want  to  participate  in  this  program  and  enroll  Medi- 
care beneficiaries. 
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Mr.  Largent.  One  of  the  things  that  I  think  all  of  the  panelists 
today  would  agree  on  is  that  we  have  got  to  move  the  system  to 
where  we  have  less  third-party  payments,  making  the  beneficiaries 
actually  the  consumers  in  the  health  care  market. 

I  would  like  to  get  a  comment  from  all  three  of  you  on  some  prac- 
tical ways  that  we  could  make  that  happen.  Other  than  just  in- 
creasing co-insurance  or  that  type  of  thing,  is  there  a  way  that  we 
can  make  the  beneficiary  a  consumer? 

Mr.  King.  One  of  the  things  that  I  suggested  in  my  testimony 
was  really  a  dual  change.  It  included  two  suggested  changes,  lower- 
ing the  SMI  premium  so  that  you  are  taking  money  that  is  now 
taken  out  of  their  Social  Security  checks  and  putting  it  back  into 
their  Social  Security  checks  so  that  they  have  more  money  to  spend 
on  health  care.  But  then  that  would  be  offset  by  raising  the  deduct- 
ible so  that  you  are  taking  back  the  actuarial  value  of  the  premium 
reduction  that  you  gave  them. 

The  behavioral  changes  that  would  result  from  that  kind  of  a 
change,  provided  that  you  did  something  to  prevent  them  from  just 
going  out  and  purchasing  medigap  policies  to  fill  in  the  higher  de- 
ductible, which  wouldn't  change  behavior — ^but  the  savings  from 
the  change  in  behavior  would  be  so  great  that  there  would  be  sig- 
nificant savings  to  the  Federal  Government  as  a  result  of  that. 

Mr.  Steuerle.  I  think  all  of  us  are  searching  not  only  in  the 
public  insurance  system,  but  the  private  insurance  system,  to  build 
more  decisionmaking  where  costs  are  taken  into  account.  Obvi- 
ously, one  way,  as  you  mentioned,  is  to  go  the  route  of  trying  to 
make  higher  deductibles,  having  copayments.  There  are  ways  that 
one  can  think  about  higher  deductibles  or  copayments,  however, 
mainly  for  people  who,  say,  receive  higher  levels  of  Social  Security 
benefits,  so  that  if  you  are  really  worried  about  low-  or  moderate- 
income  elderly  not  being  able  to  meet  those  needs,  you  could  still 
pull  some  people  into  the  market. 

Now,  why  do  you  want  to  pull  some  people  into  the  market  if  you 
don't  pull  everyone?  Well,  it  is  the  same  principle  that  applies 
when  people  go  out  and  buy  a  car.  Some  people  buy  cars  very  effi- 
ciently and  some  don't.  The  people  who  do  buy  cars  efficiently  help 
drive  down  the  cost  of  cars  and  make  a  more  efficient  market  that 
benefits  the  other  people,  even  those  who  initially  go  out  and  buy 
a  very  poor  automobile. 

So  I  think  there  are  ways  to  play  this  deductible-copayment 
game  so  that  it  doesn't  necessarily  impact  most  upon  low-income 
people.  As  I  mentioned,  we  have  some  very  low-income  people  who 
are  in  poverty  still  in  Social  Security.  I  would  be  willing  to  make 
some  tradeoffs  of  Medicare  for  some  increased  cash  payments.  So 
if  you  put  a  little  higher  deductible  in  the  system,  you  might  even 
give  some  people,  the  poor  elderly,  even  a  little  more  cash  so  that, 
on  average,  they  are  even  better  off.  So  it  is  still  a  progressive 
change,  but  it  gets  individuals  more  in  the  market,  if  we  are  will- 
ing to  consider  the  package  as  a  whole. 

The  second  issue  I  raised,  although  it  might  start  off"  as  being 
symbolic,  is  one  I  mentioned  in  my  testimony:  that  I  would  start 
giving  the  elderly  some  statements  with  their  Social  Security 
checks  on  just  what  the  value  of  Medicare  is.  I  think  if  they  saw 
that  they  were  moving  up  to  a  world  in  the  not  too  distant  future 
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where  the  value  of  Medicare  was  equal  to  the  value  of  their  cash 
payments,  they  would  say,  "Wait  a  second,  I  would  rather  have 
some  cash  here;  you  know,  I  don't  like  what  is  going  on  here."  They 
would  start  putting  pressure  on  the  system. 

Now,  does  that  initially  do  anything  more  than  change  the  sym- 
bols or  the  accounting?  No,  but  I  think  recipients  would  start  put- 
ting more  pressure  on  the  system,  as  opposed  to  thinking  that  this 
health  benefit  package  they  receive  every  year  is  the  same.  It  is 
not;  it  is  changing  radically  from  year  to  year  as  their  health  bene- 
fits change. 

Then,  finally,  I  think  that  we  should  try  to  figure  out  ways  of 
having  intermediaries  play  a  bargaining  role  for  individuals.  This 
is  what  is  going  on  with  managed  care.  For  employers  it  is  going 
on  with  the  attempt  to  give  employees  some  cash  back,  some  in- 
creased wages,  if  they  buy  a  lower-cost  policy. 

I  think  there  have  been  several  suggestions  at  the  table  here 
with  respect  to  vouchers,  managed  care.  If  we  can  build  into  those 
vouchers  and  managed  care  systems  some  return,  some  net  cash 
benefit  to  the  person  who  chooses  the  lower-cost  policy,  I  think  that 
also  brings  him  or  them  into  the  market.  Then  what  you  are  really 
counting  on  is  the  managed  care  part  of  the  system,  the 
intermediary,  to  play  a  much  stronger  bargaining  role  with  the  doc- 
tors, the  hospitals,  the  nurses,  to  basically  say,  'Well,  here  is  all 
that  I  can  pay;  we  are  not  going  to  pay  $400,000  a  year  in  sur- 
geons' fees,  we  are  going  to  pay  surgeons  $300,000  a  year;  that  is 
all  we  can  afford  under  this  package."  They  effectively  come  in  and 
bargain  for  the  beneficiary  and  the  taxpayer. 

Mr.  Smith  of  Michigan.  Mr.  Miller  from  Florida. 

Mr.  Miller.  Yesterday,  we  had  some  private  industry  people  talk 
to  us  from  IBM,  Texas  Instruments,  Ryder,  and  Eastman  Kodak 
about  how  successful  they  have  been  in  holding  down  their  health 
care  costs.  These  are  respected,  successful  big  corporations,  of 
course,  and  managed  care  played  prominently  in  their  role. 

I  want  to  ask  some  questions  and  get  a  better  understanding  of 
the  role  of  managed  care  with  respect  to  Medicare.  Right  now,  I 
guess  about  9  percent  of  Medicare  people  are  under  managed  care 
programs.  The  Mathematica  study — are  you  all  familiar  with  the 
Mathematica  study? 

Scoring  is  driving  some  of  our  decisions.  We  have  got  to  be  care- 
ful about  scoring  being  the  driver  of  the  debate.  What  do  you  think 
needs  to  be  done  as  far  as  the  formula,  the  AAPCC  formula,  that 
needs  to  be  changed  to  create  incentives  to  participate  in  managed 
care  programs?  How  valid  is  the  Mathematica  study,  in  your  opin- 
ion, and  what  needs  to  be  done  as  far  as  the  payment  formula  to 
make  it  more  attractive? 

They  were  saying  there  were  a  lot  of  areas  attractive  in  the  pri- 
vate sector  that  got  people  into  managed  care;  that  is,  the  lack  of 
paperwork  for  people  and  other  incentives.  But  what  do  we  need 
to  do  to  make  it  attractive? 

Mr.  King.  Well,  right  now,  the  program  is  actually  growing  very 
rapidly,  so  it  must  be  attractive  both  to  beneficiaries  and  to  HMO's. 
Beneficiaries  get  many  extra  benefits  out  of  it  that  are  in  addition 
to  the  benefits  that  they  have  under  Medicare,  and  the  HMO's  like 
it  because  they  are  making  a  profit  on  it. 
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Of  course,  the  problem  is  that  the  way  that  the  program  is  struc- 
tured, even  if  there  were  no  selection  bias,  with  a  10-percent  pene- 
tration rate  the  net  savings  to  the  Medicare  program  would  have 
been  only  one-half  of  1  percent,  which  is  less  than  $1  billion,  with 
all  this  effort.  The  reason  is  the  way  the  system  is  set  up.  If  you 
are  familiar  with  shadow  pricing.  What  they  refer  to  as  shadow 
pricing  in  private  industry  is  when  the  HMO,  no  matter  how  low 
their  costs  are,  prices  their  product  just  slightly  lower  than  the  fee- 
for-service  product  in  order  to  maximize  their  profits. 

What  we  have  in  the  way  that  the  payment  rates  are  set  up  for 
HMO's  in  the  Medicare  program  is  essentially  government-man- 
dated shadow  pricing  because  the  payment  rate  to  the  HMO's  is  al- 
ways set  at  95  percent  of  what  the  fee-for-service  payment  rates 
are. 

Mr.  Miller.  So  how  should  that  be  changed?  Do  you  have  a  rec- 
ommendation about  changing  that  payment  formula? 

Mr.  King.  In  dealing  with  favorable  selection,  people  have  a 
tendency  to  focus  too  much  on  the  AAPCC  mechanism,  but  there 
are  just  some  things  that  the  payment  rate  can't  adjust  for,  and  let 
me  give  you  one  example. 

There  are  all  kinds  of  problems  with  the  way  the  program  is  ac- 
tually run.  For  example,  beneficiaries  can  disenroll  at  the  end  of 
every  month.  They  can  disenroll  from  an  HMO,  and  that  is  not 
done  at  all  in  the  private  sector.  Once  you  are  in  an  HMO,  you  are 
in  for  a  year  and  there  is  only  one  open  enrollment  period  during 
a  year.  Allowing  people  to  disenroll  from  an  HMO  at  the  end  of 
every  month  is  just  an  open  invitation  to  favorable  selection  be- 
cause as  soon  as  they  get  sick,  they  are  liable  to  leave  the  HMO, 
and  in  some  cases  they  are  encouraged  to  leave  the  HMO  to  go 
back  to  fee-for-service. 

Mr.  Miller.  How  do  we  move  in  the  direction  so  that  there  is 
a  savings,  in  effect,  to  the  government  or  the  Medicare  program 
paying  95  percent?  As  the  Mathematica  study  was  showing,  the  ad- 
verse selection  process— what  do  we  do  to  make  the  numbers  work 
better  for  making  Medicare  more  solvent? 

Mr.  King.  Well,  one  of  the  things  to  do  is  to  take  administrative 
actions  to  eliminate  the  favorable  selection,  or  to  reduce  it  and  min- 
imize it.  I  think  in  the  longer  run  you  are  going  to  have  to  find 
some  way— and  I  have  given  it  a  lot  of  thought  and  have  struggled 
with  it,  but  you  are  going  to  have  to  find  some  way  to  make  that 
Medicare  payment  to  HMO's  market-based  rather  than  based  on  an 
administrative  price  that  is  paid  to  the  HMO's;  in  other  words,  get 
the  HMO's  actually  out  there  to  compete  with  each  other  and  with 
other  entities,  perhaps,  with  indemnity  plans  who  are  allowed  to 
participate  in  the  program  to  offer  the  lowest  price  to  Medicare. 

Just  trying  to  figure  out  a  way  to  do  that,  I  have  done  a  lot  of 
thinking  about  it  and  I  have  talked  with  other  people  who  have  ex- 
pertise in  this  area  about  it  and  we  have  never  been  able  to  come 
up  with  a  satisfactory  way  of  doing  that. 

Mr.  Miller.  Thank  you. 

Chairman  Kasich.  Mr.  Bass. 

Mr.  Bass.  Thank  you.  Mr.  King,  following  on  Mr.  Miller's  line  of 
questioning,  as  you  may  know,  a  group  of  Senators  came  out  re- 
cently with  a  proposal  dealing  with  Medicare,  and  I  can't  remember 
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the  name  of  it;  it  is  like  Pay  Plus  or  some  such  name.  In  that,  they 
try  to  develop  a  market-driven  move  away  from  fee-for-service  into 
managed  health  care  by  allowing,  with  an  open  season  and  with  a 
waiting  period  in  place,  senior  citizens  to  get  vouchers  to  be  in 
HMO's  and  keep  some  percentage  of  the  difference  or  savings  be- 
tween fee-for-service  and  the  HMO  plan. 

Now,  doesn't  that  to  some  extent  address  the  concern  that  you 
ended  up  the  last  question  that  you  answered  with  as  to  how  you 
can  find  some  way  to  make  that  medical  decision  market-based? 

Mr.  King.  I  am  not  familiar  with  that  specific  proposal,  but  from 
your  description  of  it,  it  sounds  like  something  that  is  certainly 
worth  pursuing  and  seems  to  be  worth  experimenting  with  to  try 
to  find  a  system  that  will  do  what  you  want  it  to  do. 

Mr.  Bass.  Are  any  of  you  other  gentlemen  aware  of  this  plan?  Do 
you  have  any  comments? 

Mr.  Boulter.  We  are  aware  of  it  at  United  Seniors  Association. 
We  haven't  fully  embraced  it  or  anything,  but  we  are  really  inter- 
ested in  it  and  we  think  it  does  help  do  some  of  the  things  that 
we  have  been  suggesting,  and  mainly  that  is  put  control  of  the 
spending  back  into  the  hands  of  the  people  that  are  spending  it  and 
making  them  consumers. 

Mr.  Steuerle.  I  have  not  looked  at  the  plan.  From  the  way  you 
described  it,  Mr.  Bass,  it  does  sound  like  something  worth  examin- 
ing, but  I  again  would  repeat  that  I  think  that  one  needs  some 
clause  somewhere  that  says  notwithstanding  all  of  the  above,  the 
total  cost  of  the  system  is  going  to  be  kept  within  a  given  con- 
straint. 

Take  the  example  of  Mr.  King.  If,  in  the  initial  process  of  moving 
to  managed  care,  we  actually  raise  prices  a  little  bit  because  we 
have  a  selection  problem  where  lower-cost  people  are  moving  into 
managed  care.  That  tends  to  raise  the  costs  of  the  system  because 
for  the  managed  care  people  now  we  would  actually  pay  more  than 
we  would  pay  for  them  outside  the  managed  care  system. 

I  think  we  have  to  really  bite  the  bullet  on  how  fast  do  we  ratch- 
et down  prices,  and  in  this  system  the  government  does  control 
prices.  It  is  an  insurer;  it  does  set  prices  throughout  the  system. 
I  think  that,  all  in  all,  notwithstanding  all  of  these  attempts,  we 
need  to  say  somewhere  in  the  system  that  we  are  going  to  make 
sure  that  those  prices  ratchet  down.  We  must  force  providers  into 
bargaining  with  the  government  over  the  best  way  to  constantly  re- 
construct this  system.  I  don't  think  there  is  any  one-time  solution. 
I  think  it  is  a  constant,  constant  issue  that  has  to  be  brought  back 
to  the  table. 

Mr.  Bass.  Thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Let  me  ask  Mr.  King  about  this  issue  of  the 
actuaries  being  pressured  to  come  up  with  better  projections  than 
what  the  reality  was.  Who  pressured  you? 

Mr.  King.  Well,  the  assumptions  are  really  the  board  of  trustees', 
so  it  is  not  a  question  of  who  pressured  me.  The  board  of  trustees 
came  up  with  a  set  of  assumptions  that  I  didn't  feel  was  reason- 
able. 

Chairman  Kasich.  Were  you  on  the  board? 

Mr.  King.  No.  The  actuaries  are  not  members  of  the  board.  The 
board  of  trustees  is  the  three  
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Chairman  Kasich.  So  the  actuaries  had  a  view  that  was  different 
than  the  board.  So  what?  I  mean,  what  is  the  big  deal? 

Mr.  King.  So  you  go  ahead  and  use  the  assumptions  that  the 
board  decides  are  appropriate,  and  then  the  actuary  is  required  by 
statute  to  attach  an  actuarial  opinion  to  the  report  that  says 
whether  or  not  they  find  those  assumptions  reasonable.  My  opinion 
since  1988  that  was  attached  was  always  a  qualified  actuarial  opin- 
ion. 

Chairman  Kasich.  I  don't  understand  that  language,  a  quali- 
fied  

Mr.  King.  A  qualified  actuarial  opinion  means  that  I  didn't  find 
unqualifiably  that  all  the  assumptions  used  in  the  report- — — 

Chairman  Kasich.  So  you  told  the  truth  and  the  board  told  what 
they  thought  whatever  they  wanted  to  say,  what  they  thought  was 
the  truth,  and  that  is  the  end  of  it.  You  have  not  felt  that  what 
the  board  has  said  has  been  accurate,  so  you  have  been  able  to 
issue  your  qualified  report  that  indicated  your  concerns  about  the 
soundness  of  the  system. 

Mr.  King.  That  is  right. 

Chairman  Kasich.  OK.  I  think  that  is  fine.  Let  me  just  ask  if 
you  think  that  it — ^your  recommendation  would  be,  Mr.  King — I 
guess  it  would  be  that  we  need  to  change  TEFRA  and  make  sure 
that  we  have  some  competition.  Would  you  say  that  would  be  the 
most  important  first  step  we  can  take  in  terms  of  the  reimburse- 
ment levels? 

Mr.  King.  I  would  say  in  the  short  run  probably  the  most  impor- 
tant first  step  would  be  to  find  a  way  of  getting  the  beneficiary  in- 
volved in  having  a  financial  interest  in  how  much  care  they  are 
provided  and  the  cost  of  the  care  that  is  provided,  and  the  best  v^ay 
of  doing  that  is  through  increased  deductibles  and  copayments. 

Chairman  Kasich.  Let  me  ask  you,  Mr.  King,  and  Mr.  Steuerle, 
how  much  time  do  we  have  to  start  making  real — ^how  much 
progress  do  we  need  to  make,  over  what  period  of  time,  to  have 
some  projections  that  show  that  we  are  solving  the  problem? 

Let's  take  this  next  7  years;  let's  just  pick  a  number,  2002,  How 
much  progress  do  we  need  to  show  in  that  2002  period,  in  your 
judgment,  to  be  able  to  indicate  that  we  are  saving  both  the  hos- 
pital and  the  part  B  and  the  trust  fund  overall? 

Mr.  King.  Well,  I  think,  of  course,  by  2002  the  hospital  insurance 
trust  fund  will  be  depleted  if  nothing  is  done. 

Chairman  Kasich.  Right. 

Mr.  King.  But  I  think,  of  course,  immediately  is  not  too  soon  to 
begin  acting. 

Chairman  Kasich.  What  level  of  change  and  what  level — since 
you  are  an  actuary,  give  me  a  dollar  figure. 

Mr.  King.  Well,  let  me  give  you  an  idea  of  the  magnitude  of  the 
problem  in  HI,  something  I  said  in  my  testimony.  Just  over  the 
next  25  years,  if  we  wanted  to  get  income  and  outgo  of  the  hospital 
insurance  trust  fund  into  balance  over  the  next  25  years,  we  would 
have  to  make  an  immediate  reduction  of  34  percent  in  the  benefits. 
If  it  was  all  going  to  be  through  a  reduction  in  benefits,  there 
would  have  to  be  an  immediate  reduction  of  34  percent  in  benefits 
relative  to  what  we  are  projecting  now. 

Chairman  KASICH.  In  order  to  do  what? 


117 


Mr.  King.  In  order  to  place  the  income  and  the  outgo  of  the  HI 
trust  fund  in  balance  for  25  years. 
Chairman  Kasich.  Does  anybody  know  that? 
Mr.  King.  Yes.  It  is  in  the  trustees  report. 

Chairman  Kasich.  I  know  the  trustees  know  it,  but  does  anybody 
else  know  it? 

Mr.  King.  I  don't  know.  Everybody  I  talk  to  does. 

Chairman  Kasich.  Well,  you  are  talking  to  all  these  people  that 
are  studying  these  actuarial  tables.  What  I  am  saying  to  you  is  if 
you  went  to  the  House  floor  and  said  that  in  order  to  have  balance 
in  this  fund  over  the  next  25  years,  just  to  do  it  on  the  basis  of 
benefit  reduction,  in  order  to  make  it  solvent,  you  would  have  to 
reduce  benefits  by  34  percent,  nobody  knows  that,  except  Martin 
and  Charlie,  who  are  reading  these  tables  at  night.  I  am  watching 
the  NCAA,  so  I  am  a  step  aliead  of  them.  I  am  more  normal,  you 
know.  [Laughter.] 

You  know  what  I  am  sajdng.  People  are  not  aware.  I  don't  think 
people  are  aware  of  the  fact  that  the  fund  is  running  out  of  money. 
I  know  they  are  not  aware  of  it. 

Yes,  Beau. 

Mr.  Boulter.  Well,  Mr.  Chairman,  I  just  want  to  say  our  mem- 
bers know  it  because  we  write  them  and  tell  them.  You  know,  I 
mean  we  have  got  over  400,000  members,  so  that  is  not  a  drop  in 
the  bucket,  but  they  need  to  be  told. 

Chairman  Kasich.  I  just  saw  a  survey  the  other  day  that  asked 
the  question  how  many  people  know  that  the  Medicare  trust  fund 
is  going  bankrupt,  and  it  was  like,  I  don't  know,  about  2  percent 
or  something.  I  mean,  people  just  don't  know  this. 

Mr.  Boulter.  I  just  think  that  is  a  big  part  of  the  problem,  and 
you  have  identified  it. 

Chairman  Kasich.  Well,  I  knew  it  was  going  bankrupt,  but  this 
34  percent  is  a  pretty  mind-boggling  deal. 

Mr.  King,  let's  go  back,  then,  to  dollar  figures.  If  you  were  to  re- 
design the  system  and  get  it  on  the  path  to  being  sound  over  the 
next  7  years,  what  kind  of  dollar  numbers  would  you  be  talking 
about  either  in  increased  costs  for  the  beneficiary  or  less  benefits? 
What  is  the  total  dollar  number? 

Let  me  tell  you  why  I  ask.  I  think  it  is  important  that  we  do 
something  in  this  area.  The  answers  you  give  are  very  important 
because  as  we  begin  to  deal  with  the  problem,  it  is  like  HUD;  we 
have  had  Republicans  and  Democrats  ignore  the  HUD  problem  and 
it  is  going  to  collapse  on  us.  The  same  thing  is  happening  with 
Medicare,  and  it  will  allow  me  to  be  in  a  position  to  argue  for  sav- 
ing this  program. 

What  kinds  of  dollar  numbers? 

Mr.  King.  Well,  I  think  over  the  next  7  years  the  HI  program 
alone — these  are  just  numbers  off  the  top  of  my  head,  but  it  is 
probably  going  to  be  spending  $1  trillion,  and  so  34  percent  of  that 
would  be  in  excess  of  $300  billion.  So  I  would  say  it  is  probably 
going  to  be  numbers  of  that  magnitude  that  are  going  to  sustain 
it  in  the  long  run.  I  think  you  would  have  to  probably  come  close 
to  those  numbers  in  order  to  be  able  to  say  that  you  have  got  a 
good  chance  of  balancing  it  over  the  next  25  years. 
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Chairman  Kasich.  Could  you  do  a  little  analysis  for  me,  or  for 
the  committee  would  be  fine,  where  you  would  take  a  look  at  both 
sides  of  this  thing  and  indicate  what  you  think  would  be  a  good 
glide  path  over  the  next  7  years  to  save  the  system  from  bank- 
ruptcy? Can  you  do  that  for  me? 

Mr.  King.  Yes,  I  can  do  that. 

Chairman  Kasich.  Great.  Did  you  want  to  comment,  Mr. 
Steuerle? 

Mr.  Steuerle.  Mr.  Kasich,  just  two  caveats  on  the  calculation. 
Although  we  are  cutting  back  in  dollars  that  are  spent — and  that 
is  obviously  the  concern  of  the  Budget  Committee — I  again  want  to 
point  out,  as  I  did  in  my  testimony,  that  we  are  not  necessarily 
talking  about  really  cutting  back  in  the  value  of  health  benefits. 
We  are  spending  more  dollars  and  are  providing  more  and  more  in 
the  way  of  health  benefits  to  people.  So  I  think  the  language  is 
very  important.  We  are  not  really  talking  for  the  most  part  about 
cutting  Medicare. 

Chairman  Kasich.  No. 

Mr.  Steuerle.  We  are  talking  about  cutting  the  rate  of  growth 
of  Medicare. 

Chairman  Kasich.  That  is  correct.  Did  I  not  use  that  language? 
If  I  didn't,  I  owe  you  a  dollar. 

Mr.  Steuerle.  But  when  we  talk  about  cutting  back  one-third, 
we  are  talking  about  cutting  back  one-third  relative  to  the  rate  of 
growth,  to  where  the  rate  of  growth  is  taking  us.  So  I  just  think 
that  is  important  to  remark. 

Chairman  Kasich.  Let  me  just  tell  you  one  other  thing.  We  had 
some  incredible  testimony  yesterday  where  some  of  these  experts 
were  talking  about  the  fact  that  the  quantity  of  service  in  many — 
I  don't  want  to  overstate  it— the  quantity  of  service  sometimes 
bears  little  relationship  to  the  quality  of  service,  and  one  of  the 
problems  we  have  in  Medicare  is  very  high  utilization  rates  that 
may  not  result  in  necessarily  better  quality  care  for  the  people  who 
get  it. 

Mr.  Steuerle.  Mr.  Chairman,  in  my  testimony,  again,  I  gave 
you  some  numbers.  They  are  rough  because  they  are  based  on  na- 
tional income  accountants'  estimates  of  how  much  of  what  we 
spend  on  health  care  really  goes  into  what  is  called  excess  medical 
inflation.  Inflation  is  not  cost  because  cost  includes  both  quantity 
and  quality,  which  you  mentioned.  That  inflation  includes  just 
price,  the  excess  price  component  of  health  care.  Because  it  keeps 
increasing  year  after  year  after  year,  a  large  portion  of  what  we 
now  buy  in  Medicare  or  other  health  goods  by  the  government  is 
really  not  purchasing  more  goods  and  services  relative  to,  say,  20 
years  ago.  A  lot  of  it  is  just  going  to  pay  much  higher  prices. 

Now,  again,  these  estimates  are  very  hard  to  make,  so  I  don't 
want  to  pinpoint  the  preciseness  of  the  numbers  in  my  testimony, 
but  they  do  indicate  quite  clearly  your  point  that  a  lot  of  what  we 
are  buying  is  not  providing  more  in  the  way  of  health  care. 

I  also  think  that,  again,  one  way  to  sell  this  to  the  public  is  to 
talk  about  other  things  that  we  buy.  You  asked  about  how  much 
can  we  do  in  the  short  run.  Well,  it  partly  depends  on  what  we 
want  to  do.  The  government,  as  I  continue  to  say,  is  a  government 
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that  basically  is  spending  more  and  more  on  health  and  less  on  ev- 
erything else. 

Chairman  Kasich.  Well,  I  don't  think  that  that  is  really  the  way 
that  you  talk  about  it.  I  think  people  are  reluctant  to  change.  I 
mean,  people  don't  like  to  drive  to  work  a  different  way  than  they 
are  used  to;  they  get  aggravated.  I  mean,  they  don't  like  change. 
We  are  just  not  change-oriented,  but  when  people  have  a  reason  to 
change,  they  will  change. 

As  Americans  begin  to  understand  that  if  we  don't  change  this, 
it  is  going  to  just  blow  the  whole  system  up,  then  you  can  make 
a  case  for  what  you  need  to  do.  Right  now,  I  think  the  country  is 
nowhere  near  understanding  what  the  problem  is. 

The  gentleman  from  Texas;  even  though  his  team  didn't  make  it 
all  the  way  through,  we  will  recognize  him  anyway. 

Mr.  Stenholm.  I  beg  your  pardon? 

Chairman  Kasich.  The  Longhoms. 

Mr.  Stenholm.  No.  I  am  a  Red  Raider  and  my  team  is  still  going 
strong.  The  lady  Raiders  are  doing  well. 
[Laughter.] 

Chairman  Kasich.  Then  I  had  better  start  watching  a  little  more 
women's  basketball,  right? 
The  gentleman  from  Texas. 

Mr.  Stenholm.  Well,  you  know,  in  reference  to  what  Martin  and 
I  do  when  you  are  watching  basketball,  you  would  be  surprised 
what  you  can  learn  when  you  read  charts  instead  of  watching  the 
commercials.  [Laughter.] 

I  apologize  for  being  late,  but  in  reading  and  catching  up  and  in 
listening,  you  three  gentlemen  are  giving  us  some  solutions.  Mr. 
Chairman,  you  can  look  forward  to  having  some  real  support  from 
this  member,  contrary  to  what — I  have  been  giving  you  some  little 
fits  lately  on  some  other  issues,  but  in  this  particular  area  I  think 
we  have  got  the  makings  of  doing  some  very  constructive  things. 
That  is  something  I  look  forward  to  because  the  way  you  describe 
it  is  the  way  we  really  have  to  solve  this  problem. 

Too  many  people  are  not  sa5dng  what  these  gentlemen  are  say- 
ing. You  know,  I  wish  the  AARP  would  start  talking  in  terms  of 
plain  English  to  the  American  people  in  this  endeavor,  also,  be- 
cause it  would  be  helpful  for  us  to  do  this.  Hopefully,  we  will  find 
that  pretty  soon  because  I  do  know  that  everyone  understands  that 
we  have  a  problem  with  Medicare  who  has  bothered  to  ask  the 
question,  and  everyone  is  interested  in  solving  it  in  a  way  that  is 
not  detrimental  to  the  current  senior  citizens,  but  also  takes  into 
consideration  the  grandchildren.  That  is  what  we  have  to  do,  and 
there  are  no  simple  solutions  to  it,  but  they  are  not  all  that  com- 
plicated either  when  we  start  looking  at  some  of  the  suggestions 
that  you  make. 

One  question.  Beau,  of  you,  and  welcome.  It  is  good  to  see  you 
again.  When  you  asked  your  members  which  reforms  they  thought 
ought  to  be  adopted  and  a  significant  majority  said  they  would  sup- 
port raising  the  age  of  retirement  and  eligibility,  were  these  people 
already  on  retirement  or  just  about  to  go  on  retirement? 

Mr.  Boulter.  No.  They  are  people  on  retirement. 

Mr.  Stenholm.  OK,  so  that  would  have  a  little  bit  of  effect  on 

it. 
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Mr.  Boulter.  It  does.  I  think  most  of  them  are  on  retirement, 
not  all  of  them. 

Mr.  Stenholm.  So  they  are  in  favor  of  raising  it  for  everybody 
else? 

Mr.  Boulter.  Well,  I  wouldn't  want  to  sell  them  short,  but  most 
of  them  are  on  retirement. 

Mr.  Stenholm.  I  believe  these  people  would  have  answered  the 
same  way  if  you  had  asked  it  before  they  went  on  retirement. 

Mr.  Boulter.  I  think  so  because  that  question — ^frankly,  if  we 
asked  it  last  month,  we  would  have  asked  it  differently,  but  it  was 
asked  about  a  year  ago. 

Mr.  Stenholm.  I  was  just  curious  because  I  think  that  is  the 
other  issue  and  I  think  this  is  something  for  the  committee  to  think 
about,  and  I  want  to  be  sure  I  say  this  right.  When  we  talk  about 
the  savings  issue,  Mr.  Steuerle,  on  page  3  you  are  right  on  target. 
What  you  say  on  the  significance  of  the  savings  issue  in  regard  to 
this  is  until  we  can  get  our  deficit  under  control,  this  constant  pres- 
sure of  spending  more  is  going  to  be  there.  As  you  rightly  point  out, 
we  continue  to  spend  it  in  a  manner  in  which  we  are  now  spending 
it  and  we  have  difficulty  making  the  changes  and  the  corrections. 

Your  conclusion  I  could  not  agree  more  with.  I  believe  that  if 
budget  rules  were  really  neutral  toward  all  choices,  we  would  iden- 
tify other  needs  and  investments  both  for  this  and  future  genera- 
tions that  deserve  equal  or  greater  attention.  The  problem  we  have 
got  coming  up  in  the  next  couple  of  weeks  is  that  once  again  we 
are  going  to  be  making  a  change,  or  at  least  voting  on  a  change 
that  is  going  to  undo  some  of  the  change  in  revenue  flow  in  the 
same  category  that  we  are  talking  about,  in  the  area  of  Social  Secu- 
rity. 

We  are  going  to  say  that  which  we  decided  to  take  through  the 
tax  code  in  1993 — we  should  not  make  that  change;  we  should  put 
it  back  into  the  people's  pockets  to  spend  without  making  the 
change.  That  is  what  I  hear  you  saying.  Am  I  right  or  wrong? 

Mr.  Steuerle.  I  think  you  are  correct,  Mr.  Stenholm.  I  don't 
want  to  imply  that  these  other  budget  choices  are  by  themselves 
easy  either. 

Mr.  Stenholm.  They  are  not. 

Mr.  Steuerle.  But  I  think  that  with  the  right  type  of  environ- 
ment, the  right  type  of  neutral  rules,  I  think  there  are  com- 
promises that  both  sides  of  the  aisle  would  gladly  accept  in  pref- 
erence to  the  current  direction  in  which  our  budget  is  going.  By  the 
way,  the  direction  really  is  out  of  the  control  not  just  of  the  voters, 
but  of  the  Members  of  Congress  because  we  have  this  automatic 
side  of  the  budget  that  is  going  off  here  at  such  a  fast  rate  that 
it  is  absorbing  all  the  real  growth  in  revenues  which  we  do  have. 
We  do  have  increasing  revenues  to  government  over  time,  but  they 
are  more  than  absorbed  by  this  automatic  part  of  the  budget,  thus 
den3dng  us  a  lot  of  decisionmaking  in  other  parts  of  the  budget. 

Mr.  Stenholm.  We  just  have  to  find  ways.  You  know,  I  don't  un- 
derstand how  anyone  privileged  to  be  alive  in  America  today  can 
feel  that  they  are  entitled  to  a  cost-of-living  adjustment  for  any 
purpose  today;  I  really  don't.  I  would  love  to  hear  someone — and 
I  am  sure  that  I  will  be  challenged  on  this,  but  I  would  like  to  hear 
anyone  give  me  any  reason  under  our  current  economic  conditions 
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why  a  COLA  ought  to  be  applied  to  anybod/s  salary,  to  any  retire- 
ment, to  any  Social  Security,  to  anything  today,  with  our  situation. 

I  say  this  same  thing  in  senior  citizen  centers  at  home.  Beau, 
and  you  know  that.  In  the  country  where  we  come  from,  if  you 
speak  honestly  and  you  talk  about  it  factually — like  you  just  said, 
a  34-percent  cut  would  be  required,  immediate  cut,  in  Medicare  in 
order  for  us  to  get  balanced  over  25  years.  That  would  gut  every 
hospital,  Beau,  in  your  former  district  and  in  my  district.  It  would 
close  10  or  12  hospitals  if  we  did  it  that  way.  Therefore,  we  have 
to  change  the  system. 

I  appreciate  your  constructive  suggestions  and  look  forward  to 
working  with  each  of  you. 

Chairman  Kasich.  Does  anybody  want  to  make  a  comment  on 
that?  [No  response.] 

The  gentleman  from  Arizona,  Mr.  Kolbe. 

Mr.  Kolbe.  Thank  you,  Mr.  Chairman.  I  want  to  thank  our  panel 
for  being  here  and  particularly  say  hello  to  my  classmate.  Beau, 
who  joined  me  in  Congress  on  the  same  day  here  a  lot  of  years  ago 
now,  it  seems  like.  It  didn't  seem  like  so  long  ago  recently. 

I  am  fascinated  by  the  testimony  we  have  here.  I  have  a  couple 
of  questions.  I  apologize  for  being  late,  having  been  in  a  meeting 
with  the  chairman,  but  in  reading  through  this  testimony,  there 
were  a  couple  of  things  that  I  would  like  to  ask. 

Mr.  King,  I  am  just  not  too  swift,  I  guess.  I  am  trying  to  under- 
stand when  I  get  down  to  the  bottom  line  here,  cut  to  the  chase, 
and  get  to  the  solutions  that  you  point  to  here.  You  say  down  here 
that  you  can  do  one  of  two  things,  basically.  The  problems  are 
third-party  payments  and  fee-for-service,  and  the  problem,  you  say, 
with  the  second  approach  is  the  TEFRA  risk-sharing  program  is 
structured  in  such  a  way  that  even  if  there  was  no  risk  segmenta- 
tion, the  most  that  could  have  been  saved  would  have  been  one-half 
of  1  percent. 

Would  you  explain  to  me  what  that  means  and  how  you  get  from 
there  to  the  statement  that  managed  care  in  the  short  term  isn't 
the  solution  to  the  problem? 

Mr.  King.  The  statement  that  I  made  was  premised  on  a  pene- 
tration rate  for  the  HMO  risk-sharing  program  of  10  percent;  in 
other  words,  enrolling  10  percent  of  the  population.  It  is  at  about 
9  percent  for  total  managed  care  enrollees  right  now.  Medicare 
pays  95  percent  of  the  AAPCC  adjusted  average  per  capita  cost  for 
Medicare  risk  enrollees.  So  if  there  had  been  no  risk  segmentation 
and  you  had  a  10-percent  penetration  rate  for  HMO's,  10  percent 
of  5  percent  is  half  a  percent. 

Mr.  Kolbe.  If  you  get  much  higher  enrollees,  does  that  become 
more  significant,  or  are  you  saying  that  no  matter  how  much  you 
get  in,  it  is  really  not  going  to  be  significant? 

Mr.  King.  No.  As  you  increase  the  penetration  rate,  if  you  could 
increase  the  penetration  rate  for  Medicare  risk  enrollees  to  20  per- 
cent, then  the  savings  would  go  up. 

Mr.  Kolbe.  Well,  let's  say  50  percent.  Is  that  significant  at  that 
point? 

Mr.  King.  Well,  if  it  was  50  percent,  then  the  savings  would  be 
2.5  percent. 
Mr.  Kolbe.  That  is  not  significant? 
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Mr.  King.  Then  2V2  percent  is  maybe  $5  billion,  less  than  $5  bil- 
lion. 

Mr.  KOLBE.  So  it  doesn't  matter?  That  is  not  going  to  solve  the 
problem? 

Mr.  King.  Not  the  way  the  program  is  structured. 

Mr.  KoLBE.  Do  you  get  other  benefits,  though,  that  somehow  spill 
over  further  down  if  you  have  more  people  enrolled  in  HMO's?  I  am 
asking  that  question  just  trying  to  think  out  loud  here.  I  don't 
know.  Is  there  an3rthing  else  that  flows  from  that  that  then  ulti- 
mately has  other  cost  impacts  in  terms  of  reducing  costs? 

Mr.  King.  Well,  there  may  be  an  effect  of  increased  competition 
if  you  have  increased  competition  in  the  area,  in  health  care  costs, 
and  this  would  usually  be  caused  by  general  introduction  of  com- 
petition not  only  in  the  Medicare  program,  but  in  the  commercial 
insurance  area  as  well.  It  could  have  the  effect  of  holding  down 
costs  in  the  fee-for-service  area,  reducing  the  rate  of  increase  in  the 
fee-for-service  area,  and  spilling  over  into  the  rest  of  the  Medicare 
program,  yes. 

Mr.  KoLBE.  I  am  not  sure,  then,  I  understand  what  would  be 
your  recommended — or  do  you  have  a  recommended  solution?  If  the 
HMO  isn't  going  to  do  it,  what  does  do  it? 

Mr.  King.  I  don't  have  a  specific  recommended  solution,  but  in 
order  to  make  managed  care  work,  what  has  to  be  done  is  that  it 
has  to  be  a — ^the  AAPCC  has  to  be  thrown  out  as  a  reimbursement 
mechanism  and  there  has  to  be  introduced  a  market-oriented  way, 
a  way  in  which  HMO's  are  competing  against  each  other  and 
against  other  indemnity  plans  in  order  to  offer  the  lowest  price  to 
the  Medicare  program.  As  I  had  said  earlier,  I  have  talked  with 
people  who  have  expertise  in  this  area  and  have  given  it  a  lot  of 
thought  and  we  haven't  come  up  with  a  specific  solution. 

Mr.  KoLBE.  Beau,  as  I  read  your  testimony,  you  have  mentioned 
two  things,  of  course,  the  increase  in  the  retirement  age,  which  I 
quite  agree  with  you  is  something  we  have  got  to  deal  with  much 
sooner  than  we  did  in  the  so-called  Social  Security  reform  a  dozen 
years  ago,  and  we  have  got  to  put  that  much  more  up  front.  You 
also  say  that  an  increased  deductible — I  think  I  am  reading  that 
correctly— is  an  important  factor. 

I  am  not  sure  I  understand.  The  answer  to  this  might  come  from 
any  of  you  here.  I  am  not  sure  I  understand  how  the  increased  de- 
ductible really  helps  a  lot,  especially  given  what  I  think  is  in  your 
testimony,  Mr.  King,  where  you  talk  about  the  frequency  and  in- 
tensity of  services  are  where  the  real  cost  drivers  have  been  coming 
from. 

If  that  is  the  case,  once  you  increase  the  deductible  from  what- 
ever— let's  just  take  an  arbitrary  figure,  from  $100  to  $200 — once 
I  reach  the  $200,  I  don't  care  about  the  intensity.  I  still  want  the 
most  expensive  and  the  best  service  that  is  going  to  be  provided 
and  however  many  it  takes  to  do  it.  So  how  does  that  really  help 
us  cut  down  the  cost  by  increasing  the  deductible,  unless  you  are 
talking  about  very  low-level  service  which  I  might  not  access  in  the 
first  place  with  that  deductible? 

Mr.  Boulter.  We  are  actually  saying  over  time  that  you  kick 
that  deductible  up  pretty  significantly  and  pretty  high  because  we 
think  it  is  just  part  of  a  component.  All  of  the  components  taken 
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together  are  designed  to  put  incentives  into  the  hands  of  the 
consumer  and  to  make  them  act  like  consumers. 

It  is  sort  of  the  same  type  of  debate  that  we  went  through  with 
the  health  care  thing,  and  I  think  you  have  to  look  at  the  high  de- 
ductible with  other  components  as  well,  such  as  the  MSA's  and  giv- 
ing choice  back  to  seniors  by  letting  them  voucher  out,  and  by  rec- 
ognizing that  a  lot  of  things  that  seniors  do  with  their  money  right 
now  are  done  in  order  to  compensate  for  the  fact  that  Medicare 
does  not  provide  real  good  coverage  for  catastrophic  illnesses, 

Mr.  KOLBE.  Do  the  others  agree  that  raising  the  deductible  sig- 
nificantly would  have  a  tremendous  impact  on  holding  down  Medi- 
care utilization? 

Mr.  Steuerle.  I  don't  think  by  itself  it  does.  Again,  my  concern 
is  that  the  Federal  Government  now  is  close  to  the  point  where  it 
spends  one-quarter  of  its  budget  on  health  care.  So  it  is  going  to 
be  in  the  health  care  game  from  here  to  eternity;  I  mean,  health 
reform  is  going  to  be  a  major  issue  every  year.  The  government  is 
the  major  insurer  for  the  population.  It  is  going  to  have  to  con- 
stantly reexamine  its  policies  just  the  way  insurance  companies  do. 

Increasing  the  deductible  would  pull  people  more  into  decision- 
making and  would  have  an  advantage  even  for  the  money  that  is 
beyond  the  deductible.  If  I  am  bargaining  with  my  doctor  and  say, 
"Hey,  you  know,  you  are  charging  me  what  I  calculate  to  be  the 
equivalent  of  $400  an  hour  for  this  visit  on  my  deductible,"  and  I 
push  that  doctor  down  on  that  price,  it  means  that  when  he  tries 
to  charge  $400  an  hour  for  the  price  that  is  not  under  the  deduct- 
ible, there  is  also  pressure  there.  So  a  deductible  does  have  value, 
and  there  are  some  advantages  to  it. 

There  is  one  thing  that  it  doesn't  do  for  you.  In  the  current  con- 
text, many  senior  citizens  essentially,  as  long  as  the  deductible  is 
very  low,  just  simply  buy  for  a  modest  fee  a  supplementary  policy 
that  fills  up  the  deductible.  So  they  are  not  in  the  game  an5rway. 
You  have  to  ask  yourself  if  you  want  to  get  people  involved  in  the 
market  not  just  at  the  point  at  which  they  are  buying  the  actual 
health  service,  but  at  the  point  they  are  actually  buying  the  health 
insurance  policy. 

That  goes  to  some  of  the  suggestions  that  Beau  made  with  re- 
spect to  things  like  vouchers,  where  you  actually  get  people  much 
more  invested  in  the  actual  price  of  a  much  broader  insurance 
package.  Then  they  try  to  buy  a  package  where  there  is  an 
intermediary  fighting  strongly  for  them  to  keep  prices  down  and  to 
keep  excess  demand  for  care  down.  So  the  deductible  does  a  little 
bit;  it  moves  in  the  right  direction,  but  I  don't  want  to  exaggerate 
what  I  think  one  would  get  out  of  it. 

Mr.  KOLBE.  Mr.  King. 

Mr.  King.  Every  study  I  have  seen  has  concluded  that  shifting 
money  from  third-party  payments  to  out-of-pocket  payments  in  the 
deductible  is  one  way  of  doing  that.  It  does  have  a  pretty  signifi- 
cant impact  on  the  behavior  of  the  patient  and  the  doctor,  and  re- 
sults in  substantially  less  volume  and  intensity  increases  than 
would  otherwise  occur. 

In  my  testimony,  I  outlined  a  proposal  where,  if  the  deductible 
were  raised  to  the  level  that  it  would  have  been  had  it  been  in- 
dexed to  per  capita  health  care  costs  in  the  SMI  program  to  begin 
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with,  the  deductible  would  be  slightly  in  excess  of  $1,000.  I  forget 
the  exact  number,  but  this  increase  in  the  deductible  would  allow 
the  government  to  reduce  the  premium  to  $4,  and  at  the  same  time 
to  reduce  its  contributions  to  the  Medicare  program  by  $5  billion. 

In  other  words,  the  savings  in  1996  from  raising  the  deductible 
to  the  level  it  would  have  been  at  if  it  had  been  indexed — just  the 
behavioral  change  was  a  $5-billion  reduction  in  outlays  of  SMI.  It 
was  very  substantial.  Of  course,  one  of  the  caveats  of  doing  that  is 
you  have  to  make  sure  that  the  Medicare  beneficiary  can't  just  go 
out  and  buy  a  medigap  policy  that  fills  in  that  deductible. 

Mr.  KOLBE.  One  last  question,  Mr.  Chairman.  Mr.  Steuerle,  I  am 
fascinated  by  the  statistic  that  you  have  there  that  the  lifetime 
value  of  Social  Security  and  Medicare  benefits  for  a  couple  retiring 
today,  the  average-wage  couple  retiring  today,  is  $500,000,  and 
when  you  factor  out  inflation  it  will  be  $1  million  in  a  few  decades; 
you  don't  say  exactly  when  in  the  future.  That  is  a  staggering 
amount,  using  today's  figure  of  $500,000  in  benefits. 

What  does  the  average  couple  pay  into — at  the  time  they  retire, 
what  have  they  paid  into  Social  Security  and  Medicare  in  terms  of 
their  payments? 

Mr.  Steuerle.  The  difficulty  is  that  every  couple,  depending  on 
their  wage  level  and  the  point  in  time  at  which  they  retire,  varies 
in  what  they  pay  in. 

Mr.  KoLBE.  I  understand. 

Mr.  Steuerle.  I  actually  have  a  huge  set  of  calculations— I 
would  be  glad  to  send  you  a  copy — in  a  book  Jon  Bakija  and  I  have 
finished  on  Social  Security  where  I  have  included  some  of  these 
Medicare  and  Social  Security  calculations. 

Mr.  KOLBE.  I  would  be  interested  in  seeing  that. 

Mr.  Steuerle.  Up  to  today,  almost  no  couple— low-income,  mid- 
dle-income, or  high-income — has  paid  in  the  cost  of  their  Social  Se- 
curity or  the  cost  of  their  Medicare  benefits.  So,  in  fact,  our  current 
system  for  current  retirees  has  a  tremendous  level  of  transfer  even 
to  high-income  retirees. 

Mr.  KoLBE.  I  want  to  be  sure  I  understand.  When  you  use  that 
figure  that  you  say  they  have  not  paid  in,  you  are  including  in  that 
the  interest,  the  time  value  of  money? 

Mr.  Steuerle.  Yes.  My  calculations — ^you  could  use  other  inter- 
est rates,  but  my  calculations  use  a  2-percent  real  return,  which 
means,  at  4-percent  inflation,  a  6-percent  interest  rate. 

Mr.  KoLBE.  A  real  return  of  2  percent  is  about  accurate  histori- 
cally. 

Mr.  Steuerle.  It  is  about  the  long-term  rate  of  return  on  govern- 
ment bonds. 

Mr.  KOLBE.  That  is  right. 

Mr.  Steuerle.  But  it  does  turn  in  the  future  for  high-income 
people,  even  under  the  current  system.  Part  of  the  problem  with 
calculations  is  that  the  current  system  is  so  totally  out  of  balance 
and  scheduled  benefits  are  so  far  in  excess  of  scheduled  taxes  that 
it  continues  to  provide  a  lot  in  the  way  of  transfers.  Nonetheless, 
people  who  are  young  today  are  paying  into  Social  Security  and 
Medicare  at  a  15.3-percent  rate.  The  reason  you  have  the  substan- 
tial transfers  to  previous  generations  is  they  often  paid  in  at  a  3- 
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percent  rate  in  1950  or  a  6-percent  rate  in  1960,  so  they  often  paid 
at  much,  much  lower  rates  into  the  system  in  terms  of  their  taxes. 

The  other  thing  I  just  have  to  mention  very  quickly  here  is  two 
reasons  why  these  numbers  tend  to  rise  so  much  over  time.  One 
is  the  Medicare  and  other  costs  that  we  have  been  talking  about. 
The  other  one  is  the  number  of  years  of  retirement.  It  is  not  that 
the  annual  cash  benefit  is  so  high,  which  gets  back  to  the  issue  of 
the  retirement  age. 

Mr.  KOLBE.  But  people  are  living  longer. 

Mr.  Steuerle.  Take  an  average  couple  that  retires  at  62  today. 
Remember  they  get  to  keep  their  pension  until  the  longer  living  of 
the  two  dies,  and  with  generous  survivor's  benefits.  That  pension 
is  expected  to  last  25  years.  At  age  62,  that  is,  the  life  span  of  the 
woman  typically  is  about  20  years,  of  the  man  about  17,  of  the 
longer  living  of  the  two  about  25.  So  it  is  just  the  sheer  number 
of  years  that  is  involved  that  really  adds  to  the  cost.  It  is  not  just 
the  annual  number. 

Mr.  KoLBE.  Let  me  just  follow  that  up  once  more.  I  realize  that 
it  is  difficult  to  make  these  estimates,  but  you  make  an  estimate 
as  to  what  they  will  get,  and  obviously  what  somebody  receives  in 
terms  of  benefits  depends  on  how  much  they  access  the  health  care 
system  and  how  long  they  worked  and  whether  one  worked  longer 
than  the  other  or  whether  one  spouse  didn't  work.  So  in  order  to 
get  that  $500,000,  you  have  to  make  some  assumptions. 

At  least  on  an  order  of  magnitude,  can  you  give  me  some  idea 
of  what  is  the  person  who  is  retiring  today,  the  couple  who  is  retir- 
ing today — what  they  have  paid,  including  that  2-percent  real  in- 
terest rate,  into  the  system  as  opposed  to  what  they  are  getting 
out,  roughly?  Is  it  half  for  a  couple  retiring  today? 

Mr.  King.  For  Medicare — I  can't  speak  to  Social  Security,  and 
maybe  while  Grene  is  finding  it  in  his  book,  I  can  at  least  speak  to 
part  A  of  Medicare. 

Mr.  KOLBE.  Yes,  OK,  let's  do  Medicare. 

Mr.  King.  For  part  A  of  Medicare,  the  beneficiary  who  retires  in 
1994  will  have  paid  in  a  little  less  than  20  percent  of  the  value  of 
the  benefits. 

Mr.  KOLBE.  In  their  HI  tax? 

Mr.  King.  Yes.  Of  course,  the  employer  pays  half  of  the  HI  tax, 
too,  so  if  you  counted  both  the  employer  and  the  employee  contribu- 
tion, instead  of  just  being  20  

Mr.  KOLBE.  It  would  be  40  percent,  roughly? 

Mr.  King.  It  would  be  40  percent. 

Mr.  KOLBE.  That  is  40  percent. 

Mr.  Steuerle.  I  have  found  a  couple  of  the  numbers.  Some  of 
the  numbers  on  the  Medicare  are  actually  in  the  very  last  table  of 
my  testimony.  There  are  all  sorts  of  transfers.  If  you  look  under, 
say,  a  two-earner  couple  retiring  in  1995,  in  Medicare  their  net 
benefit— by  the  way,  this  is  a  slightly  different  calculation  which 
takes  into  account  death  before  age  65— their  transfer  is  about 
$117  billion.  They  would  have  paid  in  about  $70  billion  and  got 
back  about  $186  billion. 

I  am  looking  in  the  table  at  the  two-earner  couple  with  average 
and  low  wages,  and  I  am  looking  down  the  column  at  1995  benefits 
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and  taxes.  By  the  way,  I  count  the  premiums  they  pay  after  they 
retire.  Taking  that  same  couple  in  Social  Security  

Mr.  KOLBE.  I  think  you  did  mean  thousands,  not  billions.  I  know 
we  give  a  lot  of  benefits,  but  

Mr.  Steuerle.  These  are  thousands,  yes,  for  the  couple. 

For  the  two-earner  couple,  for  OASDI,  my  calculations  were 
about  $226,000  in  benefits  and  they  would  have  paid  in  about 
$148,000  if  they  retired  in  1995.  So,  there,  they  would  have  paid 
in  about  two-thirds  of  what  they  received  back.  Those  numbers, 
again,  as  I  say,  are  changing  over  time  because  of  the  higher  tax 
rates  paid  by  a  later  generation. 

Mr.  KOLBE.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Mr.  HOBSON  [presiding].  Mr.  Pomeroy. 

Mr.  Pomeroy.  Thank  you,  Mr.  Chairman. 

Mr.  King,  I  am  very  familiar  with  your  distinguished  public  ca- 
reer, and  congratulate  you  for  your  distinguished  service  to  the 
Health  Care  Financing  Administration.  I  note  your  comments  rel- 
ative to  third-party  payment  driving  up  costs,  and  I  agree  with  you 
100  percent. 

On  the  other  hand,  as  a  former  insurance  commissioner,  I  be- 
came very  familiar  with  the  strong  desire  of  senior  citizens  to  have 
first-dollar  coverage.  In  the  pricing  of  Medicare  supplement  cov- 
erage, it  was  not  uncommon  to  have  policies  charging  $106  for  a 
part  B  premium  to  cover  the  $100  out-of-pocket  cost  for  which  the 
consumer  would  be  exposed,  and  they  would  pay  it  just  like  that. 

I  believe  that  seniors,  for  a  variety  of  reasons,  have  enormous 
concerns  of  the  unknown,  want  budget  predictability,  and  will  pay 
top  dollar  for  that  first-dollar  coverage.  Would  you  agree  with  that? 

Mr.  King.  Yes.  I  have  talked  to  many  actuaries  in  the  private 
sector  even  when  they  had  riders  that  just  covered — I  don't  think 
you  can  do  it  with  a  rider  now,  but  even  when  there  was  just  a 
rider  that  covered  the  SMI  deductible  at  $100,  they  were  willing 
to  pay  $10  a  month,  or  $120  a  year,  in  order  to  cover  that  $100 
deductible.  They  are  a  very  risk-averse  population,  and  that  is  one 
of  the  problems  in  dealing  with  this  issue. 

Mr.  Pomeroy.  The  choices  you  outline,  basically  passing  on  to 
seniors  a  larger  share  of  their  own  health  care  costs  or,  in  the  al- 
ternative, managed  care,  both  involve  dif!icult  policy  choices.  I 
think  it  would  be  very  difficult  for  me  to  support,  for  example,  a 
ban  on  private  Medicare  supplement  insurance  because  I  think  if 
the  seniors  want  to  obtain  that  level  of  coverage,  they  ought  to 
have  the  right  to  do  that.  I  mean,  that  would  be  quite  politically 
difficult  to  accomplish.  Do  you  agree? 

Mr.  King.  Yes,  and  I  think  that  perhaps  you  have  put  your  fin- 
ger on  why  this  problem  with  the  Medicare  program  has  gone  on 
for  so  long  because  the  solutions  to  the  problem  are  always  so  po- 
litically painful  and  they  are  so  politically  difficult  to  make. 

Mr.  Pomeroy.  There  seems  to  be  some  initial  bipartisan  agree- 
ment that  a  major  emphasis  on  managed  care  in  the  Medicare  sup- 
plement population  is  appropriate  and,  in  fact,  overdue  and  a  step 
we  need  to  take.  I  believe  that  if  approached  correctly,  that  is  much 
more  politically  achievable  than  prohibiting  first-dollar  private  sec- 
tor coverage. 
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Mr.  Boulter,  I  have  seen  in  my  work  as  insurance  commissioner 
a  variety  of  senior  citizen  organizations.  I  had  never  heard  of 
yours.  With  400,000  members,  how  do  these  members  come  to  join 
your  association? 

Mr.  Boulter.  We  are  a  grassroots  organization  and  we  commu- 
nicate in  all  sorts  of  ways,  but  primarily  through  the  mails. 

Mr.  POMEROY.  Mr.  Viguerie,  the  cofounder,  solicits  members 
through  his  mass  mailing? 

Mr.  Boulter.  That  is  part  of  it.  We  are  also  going  on  NET.  We 
just  signed  a  contract  to  do  that.  We  do  all  sorts  of  things  you 
know,  the  usual  radio  interviews  and  things  like  that. 

Mr.  POMEROY.  If  I  understand  your  proposals — I  am  not  impugn- 
ing anything;  I  just  wanted  to  understand  where  you  were  coming 
from.  You  are  not  linked  to  the  sale  of  an  insurance  product  or 
something  like  that,  like  some  of  them  are? 

Mr.  BOLT.TER.  No,  like  AAEP  is.  We  don't  have  quite  the  benefits 
that  they  do.  We  are  more  philosophical,  I  would  say,  and  our 
members  are  pretty  philosophical. 

Mr.  POMEROY.  Yes.  Do  you  have  an  average  income  figure  for 
your  membership,  or  an  average  net  worth  figure? 

Mr.  Boulter.  I  wish  we  did.  I  don't.  I  think  the  average  con- 
tribution is  like  $8,  so  these  aren't  real  rich  people. 

Mr.  PoMEROY.  Well,  we  don't  know  that.  We  know  they  are  not 
paying  a  lot  to  belong  to  your  association. 

Mr.  Boulter.  But  I  think  they  wouM  be  pretty  much  middle-in- 
come. 

Mr.  PoMEROY.  If  I  understand  your  response  to  the  situation,  it 
would  be  basically  to  uncouple,  to  delink  Medicare  coverage  from 
the  rising  costs  of  health  care,  and  so  you  would  have  a  static  Med- 
icare figure  in  the  face  of  rising  health  care  costs. 

Mr.  Boulter.  Say  that  again  now  You  would  have  what? 

Mr.  PoMEROY.  You  would  have  more  or  less  a  static  Medicare  fig- 
ure that  wouldn't  rise  automatically  under  an  entitlement  basis 
with  the  rising  costs  of  health  care. 

Mr.  Boulter.  Well,  I  think  what  we  are  trying  to  say  is  that  the 
way  the  current  Medicare  program  is  structured,  there  just  aren't 
the  incentives  to  save  the  taxpayer,  the  government,  or  the 
consumer  money.  There  are  incentives  to  save  some  of  the  provid- 
ers money,  but  it  doesn't  save  the  system  money  and  it  doesn't  de- 
liver good  health  care,  necessarily.  The  way  to  deliver  good  health 
care  is  to  put  the  health  care  decisions  into  the  hands  of  the 
consumer,  and  to  do  that  you  have  got  to  restructure  the  system 
and  get  the  word  out. 

Mr.  PoMEROY.  I  actually  think  that  the  data  would  not  support 
what  you  have  just  told  us.  In  fact,  the  health  circumstances  of 
senior  citizens  have  improved  remarkably  since  the  enactment  of 
Medicare  if  we  want  to  go  back  to  the  1950's  and  take  a  snapshot. 

Mr.  BOUXTER.  I  did  not  say  it  hadn't.  I  don't  see  how  you  could 
possibly  say  that  I  said  it  had  not  improved. 

Mr.  POMEROY.  You  did  say  that,  I  believe,  didn't  you? 

Mr.  Boulter.  No,  I  did  not.  I  will  agree  with  you  that  seniors 
are  living  longer,  that  people  are  living  longer  because  of  tech- 
nology and  because  America  has  the  best  health  care  system  in  the 
world.  That  is  not  to  say  that  we  shouldn't  put  some  market  incen- 
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tives  back  into  health  care  delivery  because  what  this  committee 
is  

Mr.  POMEROY.  I  completely  agree  with  you,  but  I  am  uncomfort- 
able with  what  you  propose,  which  would  seem  to  me  to  put  in 
place  a  situation  where  those  of  means  would  not  be  affected  by  a 
Medicare  program  that  shrunk  relative  to  its  coverage  of  health 
care  costs  in  the  future.  They  wouldn't  be  affected,  those  of  means. 
Those  who  would  be  affected  and  whose  utilization  would  tail  down 
significantly,  resulting  in  tremendous  savings  to  the  system,  would 
be  those  who  couldn't  afford  health  care. 

Mr.  Boulter.  Under  what  we  are  saying? 

Mr.  PoMEROY.  Yes. 

Mr.  Boulter.  Well,  we  want  to  avoid  that.  I  mean,  I  share  that 
concern,  and  if  I  have  left  the  impression  that  we  don't  want  those 
people  to  have  the  same  benefits  and  coverage,  I  did  not  mean  to 
give  that  impression  at  all.  As  a  part  of  our  reform  proposal,  in 
fact,  we  want  the  elderly  poor  to  have  vouchers  or  some  sort  of  re- 
fundable tax  credit  so  that  they  can  take  care  of  the  deductibles, 
so  that  they  can  take  care  of  that  first-dollar  coverage  problem. 

Mr.  PoMEROY.  The  steepest  discounts  in  the  reimbursement  for 
health  care — I  mean,  I  think  they  are  so  steep,  they  are  shameful — 
are  the  Medicare  reimbursement  rates.  So  if  you  achieve  through 
the  sheer  enormous  volume  of  the  largest  health  care  purchaser  in 
the  country,  HCFA — if  you  hand  out  vouchers  for  private  individ- 
uals to  purchase  private  coverage,  it  would  seem  to  me  that  you 
are  going  to  lose  that  deep  discount  and  higher  care  costs  will  fall 
upon  the  person  opting  for  that  choice. 

Mr.  Boulter.  Well,  I  don't  think  that  that  is  necessarily  true.  In 
fact,  it  seems  to  me  that  a  lot  of  the  discounts  many  times  aren't 
based  on  volume  at  all.  I  don't  know  what  they  are  based  on,  but 
they  are  not  necessarily  always  based  on  volume. 

I  mean,  some  of  what  you  say,  I  am  sure,  would  be  true,  but  I 
think  the  benefits  of  letting  people  voucher  out  or  letting  people  get 
out  and  go  into  the  traditional  marketplace  would  overcompensate 
for  whatever  disadvantages  there  may  be. 

Mr.  POMEROY.  What  you  could  potentially  have  is  people  that 
could  take  their  vouchers,  augment  that  with  their  own  resources, 
and  afford  fee-for-service  medicine,  and  would  leave  the  system, 
leaving  those  without  that  alternative  in  an  increasingly  care-man- 
aged Medicare  in  the  future. 

Mr.  Boulter.  That  criticism  is  raised,  yes. 

Mr.  POMEROY.  It  worries  me.  Right  now,  we  have  a  remarkably 
level  situation  for  senior  citizen  health  care  reimbursement.  We 
also  have  an  out-of-control  Medicare  care  cost  problem,  and  I  hope 
we  can  address  the  latter  without  sacrificing  the  former. 

Mr.  Boulter.  I  do,  too.  I  think  you  may  be  right  that  you  may 
see  some  cherry-picking,  but  you  may  not  have  that  result  either. 
You  may  see,  in  fact,  seniors  who  are  now  in  Medicare  who  have 
the  most  severe  health  problems  wanting  out  and  going  into  the 
private  marketplace.  So  I  just  don't  think  that  we  in  politics,  or  you 
in  office,  can  quantify  this  and  say  what  is  going  to  happen.  I  don't 
think  you  can  predict  that  behavior  to  that  degree,  but  I  think  that 
people  have  to  know  what  the  problem  is. 
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I  think  it  has  earlier  been  said,  and  so  true,  that  most  people 
don't  even  know  the  severity  of  the  problem,  and  when  they  do  un- 
derstand the  severity  of  the  problem  they  are  going  to  want  to  have 
some  of  these  solutions  to  take  advantage  of. 

Mr.  POMEROY.  It  is  a  terribly  severe  problem  and  it  is  one  that 
certainly  allows  for  a  wide  variety  of  opinions  to  be  considered  as 
we  fix  it,  and  your  group  offers  one  slice  of  opinion.  To  that  extent, 
you  contribute  to  the  discussion. 

I  am  done,  Mr.  Chairman.  Thank  you  for  your  thoughtful  com- 
ments. 

Mr.  HOBSON.  Mr.  Shadegg. 

Mr.  Shadegg.  Mr.  Steuerle  or  Mr.  King,  I  don't  know  who  said 
it,  but  one  of  you  earlier  said  that  one  idea  in  this  area  would  be 
to  provide  information  to  Medicare  beneficiaries  about  the  value  of 
what  they  are  getting.  Is  that  provided  to  them  in  any  form  at  the 
present  time? 

Mr.  Steuerle.  I  think  the  only  thing  that  would  be  close  would 
be  they  do  pay  this  premium  for  part  B,  so  they  pay  approximately 
one-quarter  of  the  cost  of  one  part  of  the  system,  which  is  about 
10  percent,  11  percent,  something  like  that,  of  the  total  cost  of 
Medicare  Part  A  and  Part  B.  But  I  think  that  is  about  as  close  as 
they  get  to  seeing  the  cost  because  that  is  one  part  that  they  pay. 

Mr.  Shadegg.  Other  than  that,  they  have  no  knowledge  of  the 
value  of  what  they  are  getting? 

Mr.  Steuerle.  No. 

Mr.  Shadegg.  Mr.  King,  maybe  it  was  your  notion  that  if  they 
got  that,  if  they  received  that,  it  would  perhaps  incent  them  to  say, 
I  am  getting  more  benefits  here  than  I  want;  I  would  rather  have 
this  money  in  some  other  form. 

Mr.  King.  That  wasn't  something  that  I  had  suggested.  I  do 
know  that  polls  that  were  taken  before  the  debate  over  health  care 
reform — this  is  people,  in  general,  not  just  Medicare  beneficiaries, 
who  were  very  misinformed  about  their  health  insurance  benefits 
and  they  felt  that  if  their  insurance  company  or  the  government 
would  just  pay  more  then  they  would  have  to  pay  less.  They  were 
under  the  impression  that  they  were  paying  a  much  greater  portion 
of  the  total  cost  of  their  care  than  what  they  were  actually  paying. 

Mr.  Shadegg.  I  like  the  idea,  and  I  particularly  like  it  when  I 
see  the  table  that  Mr.  Steuerle  produced. 

Mr.  Steuerle.  Mr.  Shadegg,  it  really  was  my  suggestion  that 
they  get  the  information,  and  part  of  this  goes  to  a  more  philo- 
sophical issue  or  fundamental  issue.  I  think  we  have  moved  to  a 
society,  for  better  or  worse,  where,  through  media  and  other 
means,  democracy  is  much  more  widespread.  We  might  prefer  to 
have  a  more  republican  form  of  government.  We  are  moving  to  a 
much  more  democratic  form  of  government,  and  that  means  we 
have  to  have  a  more  informed  public. 

Hiding  from  people  the  cost  of  health  care  is,  to  me,  deterring 
our  ability  to  deal  with  them  and  to  bargain  with  them  over  what 
the  optimal  forms  are.  By  the  way,  I  make  the  same  suggestion  on 
the  private  side  as  well.  I  think  employees  need  to  know  the  cost 
of  their  insurance  so  that  when  they  bargain  with  their  employers, 
they  really  see  what  they  are  losing  in  the  way  of  cash  wages  as 
well.  So  it  is  not  just  a  government  issue. 
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Mr.  Shadegg.  I  think  as  Mr.  Pomeroy  indicated,  solving  this  is 
not  going  to  be  easy,  and  I  think  a  more  educated  public  would 
make  it  easier  to  solve  the  problem,  at  least  for  them  to  understand 
the  size  of  the  problem  we  face  and  that  we,  in  fact,  are  compelled 
to  do  something  about  it.  So  I  see  it  as  a  good  idea. 

Could  you  turn  to  that  table  and  just  briefly  walk  through  one 
of  those  columns,  explaining  what  each  of  those  numbers  means? 

Mr.  Steuerle.  Could  you  tell  me  to  which  table  number  you  are 
referring? 

Mr.  Shadegg.  Table  2,  where  we  are  looking  at  the  benefits. 
Mr.  Steuerle.  Let's  take  the  two-earner  couple,  which  is  the  far 
right  bank  of  numbers. 
Mr.  Shadegg.  OK. 

Mr.  Steuerle.  Let's  take  the  example  we  used  before — ^where  we 
take  average  and  low  wages.  That  means  in  this  case  we  would 
have  to  choose  which  sex  has  which  income.  The  male  is  assumed 
to  have  an  average  income  and  the  female  a  lower  income.  Actu- 
ally, it  doesn't  matter  in  Medicare;  it  matters  in  OASDI  because 
they  have  different  life  spans. 

So  we  have  one  average-wage  earner  and  one  low-wage  earner, 
and  then  the  table  tells  you  by  different  years — ^that  is  all  the  way 
in  the  far  left  column — ^the  year  that  these  couples  turn  65,  how 
much  they  are  projected  to  get  in  the  way  of  benefits  and  how 
much  they  actually  paid  in  the  way  of  taxes  and  premiums. 

Now,  in  order  to  do  this,  we  do  what  an  insurance  company 
would  do.  We  connect  all  this  to  what  might  be  called  present  value 
in  one  language,  or  lifetime  value  of  benefits.  It  is  kind  of  the  in- 
surance cost  you  would  have  to  pay  if  at  one  point  in  time  you  paid 
in  the  total  value  of  taxes  and  the  interest  you  would  earn  on  the 
taxes.  Similarly  the  value  of  benefits  is  discounted  back  to  take 
into  account  the  interest  you  would  receive.  You  don't  get  all  those 
benefits  in  one  year. 

So  for  the  cohort  retiring  in  1980,  with  the  average-  and  low- 
wage  income  during  life,  their  benefits  were  about  $86,500.  The 
taxes  and  the  premiums — that  is,  the  part  B  premiums  they  would 
contribute — ^would  be  about  $23,000.  That  means  we  would  have 
had  a  net  transfer  to  them  of  $63,000.  Now,  where  does  this  net 
transfer  come  from?  Well,  it  comes  from  younger  generations  that 
have  to  pay  higher  tax  rates  into  the  system. 

As  the  system  matured,  we  didn't  start  removing  that  transfer. 
We  kept  basically  increasing  the  transfers  from  the  younger  gen- 
erations, so  we  got  to  1995  and  we  have  Medicare  benefits  going 
up  to  about  $185,700.  The  taxes  and  premiums  would  have  tripled 
relative  to  the  1980  cohort,  but  they  still  wouldn't  have  grown  as 
much  as  the  benefits.  They  would  have  paid  $68,500  in  taxes  and 
premiums,  for  a  net  transfer  of  $117,000. 

If  you  move  over,  by  the  way,  to  the  high-income  couple,  you  will 
also  see  that  they  have  also  received  substantial  transfers.  So  So- 
cial Security  and  Medicare  have  for  years  been  making  very  sub- 
stantial transfers  to  the  highest-income  people  in  society.  However, 
as  you  move  way  out  into  the  future — for  instance,  take  the  very 
last  number  in  the  very  far  right  column — ^you  will  see  that  be- 
cause taxes  are  continuing  to  go  up  even  in  the  case  of  a  Medicare 
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with  rising  benefits,  this  high-income  couple  is  gradually  going  to 
start  paying  in  more  taxes. 

Mr.  Shadegg.  Paying  in  more  than  they  are  getting  back. 

Mr.  Steuerle..  Of  course,  the  system  is  meant  to  be  redistribu- 
tive.  There  are  people  in  society  for  whom  we  intend  Social  Secu- 
rity and  Medicare  to  redistribute,  so  somebody  has  to  pay  that  re- 
distribution. What  we  have  done  for  all  past  generations  is  to  re- 
quire younger  cohorts  to  constantly  pay  that  amount.  We  have 
never  really  required  contributors  to  the  system  so  far  to  really  pay 
for  their  benefits. 

Mr.  Shadegg.  So  the  matter  of  calculating  what  they  are  getting 
in  benefits  is  not  particularly  difficult,  and  we  could  do  that  and 
provide  them  with  a  statement? 

Mr.  Steuerle.  That  is  right.  I  think  you  might  stick  a  little  bit 
more  with  the  annual  benefits.  The  lifetime  benefit  for  the  future 
in  Medicare  is  complicated — OASDI  is  not  so  bad,  but  in  Medicare 
you  are  dependent  upon  these  cost-growth  projections.  Once  you 
get  out  10,  15  years,  you  know,  one  could  argue  that  they  are  fairly 
speculative. 

Mr.  Shadegg.  Which  hopefully  we  are  going  to  rein  in  to  some 
degree. 

Mr.  Steuerle.  That  is  right.  That  is  the  reason  we  are  here 
today. 

Mr.  Shadegg.  Let  me  switch  topics.  Mr.  King,  what  about  this 
fact  that  elderly  people  are  willing  to  pay  for  first-dollar  coverage? 
How,  then,  do  we  use  copajmient  or  deductible  to  attack  this  prob- 
lem, and  does  it  attack  it  in  part  because  you  set  the  deductible 
or  copayment  at  a  level  where  they  at  least  then  had  to  pay  an  in- 
surance premium  and  had  to  think  through  that  issue? 

Mr.  King.  Well,  there  are  regulations  that  set  the  kind  of  Medi- 
care supplemental  policies  that  Medicare  beneficiaries  can  buy,  and 
there  are  10  different  approved  policies.  In  order  to  prevent  them 
from  buying  first-dollar  coverage,  it  would  just  be  a  matter  of  mak- 
ing sure  that  none  of  those  approved  policies  could  fill  in  the  de- 
ductible or  perhaps  the  co-insurance  up  to  a  certain  catastrophic 
level.  That  would  be  one  way  of  doing  it. 

Another  way  of  doing  it  would  be  to  say  that  if  you  are  going  to 
insist  on  buying  a  medigap  policy,  then  you  are  going  to  have  a  25- 
percent  co-insurance  rate  instead  of  the  20-percent  that  applies  to 
current  Medicare  beneficiaries,  and  if  you  don't  buy  one,  then 
maybe  we  will  give  you  a  sweetener  and  we  will  lower  the  co-insur- 
ance rate  to  15  percent.  You  could  play  around  with  that  kind  of 
an  approach  as  an  incentive. 

Mr.  Shadegg.  I  happen  to  agree  with  Mr.  Pomeroy^s  point  that 
prohibiting  the  purchase  of  that  insurance  would  be  difficult,  and 
even  from  a  public  policy  standpoint  not  a  good  idea. 

Is  there  evidence  that  if  there  is  a  higher  copa3niient  or  a  higher 
deductible  and  it  is  insured  over  that  utilization  remains  the  same; 
it  doesn't  affect  utilization? 

Mr.  King.  Well,  the  evidence  that  we  have  is  that  in  looking  at 
the  current  Medicare  beneficiary  survey,  we  found  that  people  who 
have  medigap  policies,  even  after  we  control  for  their  self-deter- 
mined health  status — have  significantly  higher  utilization  rates 
than  people  who  don't  have  medigap  policies. 
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Mr.  Shadegg.  I  don't  know  if  you  were  here  yesterday,  but  Mr. 
Largent  made  the  point  that  his  roommate,  Dr.  Tom  Cobum,  sees 
a  number  of  Medicare  patients  and  it  is  evident  to  him  that  they 
are  there  because  they  are  lonely.  They  are  coming  to  see  him  be- 
cause it  is  a  family  issue.  It  is  a  human  being  to  be  in  touch  with 
who  might  have  an  interest  in  them.  If  we  could  rebuild  that  sup- 
port structure  in  society,  maybe  at  least  that  degree  of  utilization 
would  go  away. 

Did  you  have  a  comment? 

Mr.  Steuerle.  Yes,  Mr.  Shadegg.  One  of  my  jobs  when  I  worked 
in  government — although  it  was  not  in  HCFA,  it  was  mainly  in 
Treasury — ^was  trying  to  figure  out  compromises  that  would  appeal 
to  both  sides  of  the  aisle  on  a  principled  basis.  One  of  the  sugges- 
tions that  Mr.  Eang  puts  forward  here,  although  it  probably,  in  my 
view,  would  not  save  that  much  in  the  way  of  costs,  still  would  be 
a  nice  tradeoff;  that  is,  he  suggests  making  a  trade  and  subsidizing 
people  more  in  terms  of  the  premium;  that  is,  covering  the  pre-  ' 
mium  in  exchange  for  a  higher  deductible. 

The  advantage  of  switching  what  they  pay  to  a  deductible  versus 
subsidizing  on  the  premium  side  is  that  on  the  premium  side  they 
are  not  in  the  market  at  all.  They  have  almost  got  to  buy  the  insur- 
ance no  matter  what.  If  you  get  pajnnents  on  the  deductible  side, 
if  individuals  go  out  and  buy  the  medigap  policy,  at  least  they  are 
in  the  market  to  the  extent  that  they  care  about  the  cost  of  the 
medigap  policy.  It  is  something  that  becomes  negotiable,  whereas 
the  premium  is  not  negotiable. 

Also,  there  may  be  ways  to  get  market  forces  at  the  point  of  buv- 
ing  the  insurance,  as  opposed  to  what  you  and  Mr.  King  were  talk- 
ing about,  the  point  of  buying  the  actual  medical  service.  You  can 
get  them  in  the  market  at  the  point  of  buying  the  insurance  and 
possibly  have  an  impact. 

Also,  with  some  of  the  questions  Mr.  Pomeroy  raised,  and  I  men- 
tioned this  also  earlier — ^there  are  ways  to  try  to  subsidize  low-in- 
come people,  so  that  if  we  are  putting  people  in  the  market,  we 
could  increase  cash  benefits.  I  mentioned  getting  the  elderly  out  of 
poverty  in  Social  Security.  So  there  are  a  lot  of  tradeoffs  one  could 
consider  if  one  is  willing  to  move  beyond  just  a  simple  reform  of 
one  part  of  Medicare. 

Mr.  Shadegg.  Thank  you  very  much.  I  yield  back  the  balance  of 
my  time. 

Mr.  HOBSON.  I  have  a  couple  of  questions  I  would  like  to  ask, 
since  I  got  to  sit  in  the  chair.  This  current  group  of  retirees  gen- 
erally are  fee-for-service  people.  The  next  group— one  of  the  things 
that  the  chairman  says  to  people  many  times,  to  seniors  today,  is 
are  you  willing  to  have  the  same  health  care  that  your  children  are 
getting  today,  many  of  whom  are  in  some  sort  of  managed  care 
plan.  So  you  may  begin  to  see  some  more  acceptance  of  managed  j 
care  for  Medicare  as  we  begin  to  move  in  that  direction. 

Have  you  done  any  models,  Mr.  King,  either  at  HCFA  or  else- 
where on  a  combination  of  means-testing  and  managed  care,  and 
what  that  would  do  in  the  cost  of  this  operation?  ; 

Mr.  King.  Well,  I  have  seen  some  cost  estimates  for  various  I 
means-testing  proposals.  Of  course,  the  deeper  you  go,  the  more  ' 
you  save,  but  I  presume  that  the  proposals  I  saw  were  proposals 
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that  were  considered  politically  possible.  Compared  to  the  mag- 
nitude of  the  problem,  the  savings  weren't  that  significant. 

I  mean,  I  think  even  the  people  who  were  proposing  them  were 
thinking  of  them  more  as  a  proposal  that  they  would  do  on  the 
basis  of  principle.  Because  they  were  going  to  ask  the  middle  class 
to  pay  for  so  much  more  of  their  benefits,  they  felt  that  on  the 
basis  of  principle  they  had  to  ask  the  wealthiest  beneficiaries  to 
pay  that  much  more. 

Mr.  HOBSON.  I  think  you  would  all  agree  possibly  with  me  that 
Medicare,  as  it  is  set  up  today,  isn't  really  cost-effective  medicine 
or  cost-effective  care.  One  of  the  things,  as  we  begin  to  move  to- 
ward some  change  to  get  to  that  level,  is  a  certain  amount  of  sales- 
manship to  the  population  that  is  going  to  be  in  it  that  they  get 
quality  care  when  they  need  it  and  have  some  choice  in  it — the  best 
of  all  worlds,  I  guess. 

What  kinds  of  statistics  can  we  show  that  can  help  us  in  selling 
that?  The  two  of  you  at  least  are  basically  number  cruncher  types 
of  people,  or  bean  counters — ^well,  actually,  actuaries.  I  used  to 
work  in  an  insurance  company,  so  I  used  to  deal  with  actuaries.  I 
find  them  very  difficult  to  talk  to  many  times,  although  you  seem 
pretty  good,  Mr.  King. 

Other  than  the  data  that  we  are  going  to  break  bank — and  most 
people  don't  really  panic  on  that  until  it  is  there — are  there  any 
tyY>es  of  data  out  there  that  we  can  use  to  show  people  that  things 
can  be  done  in  a  better  way?  Are  there  any  studies  anywhere? 

Mr.  King.  Well,  I  think  if  there  were  more  than  what  we  have 
included  in  our  testimony,  we  probably  would  have  attempted  to 
put  those  in,  too.  I  think  probably  everything  is  in  our  testimony. 

Mr.  HoBSON.  As  we  have  gone  around  the  country  doing  our 
tours,  one  of  the  things  I  think  we  have  found  from  people  is  that 
people,  seniors  especially — the  only  people  who  didn't  want  to  real- 
ly get  involved  in  this  were  the  young  people.  They  didn't  want  us 
to  mess  with  their  college  loans. 

Seniors,  especially,  that  would  come  to  meetings  and  people  in 
my  district  tell  me  they  are  willing  to  share  in  this  effort  as  long 
as  it  is  fair.  Would  you  say  from  your  experiences,  any  of  the  three 
of  you,  that  you  feel  that,  that  they  are  willing  to  try  to  make  the 
changes  as  long  as  they  can  believe  that  society  as  a  whole  is  doing 
it  and  what  is  happening  to  them  is  fair? 

Mr.  King.  I  believe  that.  I  would  say  the  evidence  that  I  have 
of  that  is  kind  of  anecdotal.  I  can  remember  one  time  my  widowed 
mother  was  complaining  about  her  Social  Security  benefit  and  how 
my  father  had  paid  into  Social  Security  all  those  years  and  she 
didn't  feel  like  she  was  getting  her  money's  worth  out  of  it. 

I  sat  down  with  her  and  said,  now,  let's  look  at  exactly  what  my 
father  paid  in  and  accumulated,  with  interest — of  course,  for  many 
years  it  was  $30  a  year — into  Social  Security.  So  we  took  that 
money  and  we  accumulated  it  with  interest  and  I  was  able  to  show 
her  that  she  got  back  all  her  accumulated  contributions,  her  and 
my  father's  accumulated  contributions,  with  interest,  within  the 
first  3  or  4  or  5  years  after  she  began  drawing  Social  Security  bene- 
fits. She  hasn't  complained  to  me  since  then. 

I  can  remember  my  father-in-law  many  years  ago  asking  me 
why — ^this  was  before  the  1983  amendments — ^why  were  they  in- 
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creasing  his  Social  Security  check  by  so  much  when  he  knew  that 
the  Social  Security  Trust  Fund  was  headed  for  bankruptcy.  So  I 
think  that  senior  citizens,  when  they  are  educated,  are  willing  to 
share  in  the  burden. 

Mr.  HOBSON.  I  have  got  an  86-year-old  mother  who  lives  in  a  re- 
tirement home  now  and  she  just  went  to  the  hospital.  I  shouldn't 
say  this  publicly,  but  I  think  she  went  partially  because  all  three 
of  us  were  out  of  town,  but  she  came  back  and  she  called  me  up. 
I  was  talking  to  her  on  the  phone  and  she  said — I  had  been  telling 
her  that  Medicare — if  people  keep  overutilizing  it,  we  are  going  to 
break  the  bank,  and  the  numbers  show  it.  I  don't  think  she  really 
believed  it. 

Then  she  called  me  on  the  phone  and  she  started  thinking  about 
this  and  looking  at  it,  and  she  said,  you  know,  I  think  you  are 
right.  She  said,  there  was  a  woman  in  there  who  was  my  roommate 
and  she  has  been  over  there  for  8  years  and  she  gets  everything. 
She  said,  you  know,  I  don't  get  everything,  but  she  said,  I  can  see — 
she  gets  a  lot;  she  has  about  broken  the  Postal  Workers  Pension 
Fund  because  she  has  been  on  it  for  43  years  since  my  dad  died. 

We  have  to  do  this  educational  program  on  these  people  because 
otherwise  they  are  scared  to  death.  They  feel  trapped,  and  if  we 
don't  prepare  them  properly  for  this,  we  will  create  a  lot  of  trauma 
on  them  as  we  go  through  this. 

Yes,  sir. 

Mr.  Steuerle.  Mr.  Chairman,  if  I  could  just  add,  the  principal 
sales  pitch,  it  seems  to  me,  is  not  to  the  current  elderly  because 
the  changes  we  are  talking  about,  whether  we  are  talking  about 
Social  Security  or  Medicare,  have  their  greatest  impact  on  the  next 
generations.  If  you  gradually  slow  the  rate  of  Medicare  costs,  you 
are  really  talking  about  the  Medicare  package  down  the  road,  and 
I  think  the  baby  boom  population  and  people  retiring  in  the  future 
are  so  afraid  of  what  is  going  to  happen,  they  are  quite  amenable 
to  change  as  well. 

So  not  only  do  I  think  the  elderly  will  listen,  but  so  will  groups 
that  really  have  to  make  this  choice  between  what  types  of  pack- 
ages they  are  going  to  have  in  the  future  and  what  taxes  they  are 
going  to  pay. 

Mr.  HoBSON.  The  only  problem  I  have  with  that — and  I  agree 
with  you,  in  principle.  The  problem  is  I  can  give  you  an  example 
last  time  where  we  made  a  budget  proposal  here  that  we  would 
think  about  changing  the  COLA's  for  retired  military  people,  90 
percent  of  whom  get  other  jobs  after  they  are  out  sometime  in  the 
future.  I  mean,  we  weren't  going  to  affect  anybody  for  about  10 
years.  We  didn't  hear  from  anybody  that  was  just  in  the  military. 
All  we  heard  from  and  all  that  were  churned  up  were  the  current 
recipients  and  those  very  close  to  retiring,  thinking  we  were  going 
to  take  something  away  from  them,  and  we  weren't. 

So  while,  in  theory,  we  do  have  to  convince  the  early  people,  you 
have  to  convince  those  people  that  are  on  now,  one,  that  it  is  a  good 
deal  and,  two,  that  they  are  not  going  to  get  hurt  by  it  or  affected 
by  it,  because  they  are  here,  they  vote,  and  they  are  very  orga- 
nized. It  wasn't  as  easy  as  I  thought  because  I  have  a  lot  of  mili- 
tary retirees  in  my  district  and  I  think  I  heard  from  about  every 
one  of  them  who  is  currently  drawing  a  check. 
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So  I  would  agree  with  you  that  we  have  to  do  it  for  the  group 
that  is  going  to  be  affected,  but  I  think  they  will  be  easier  because 
they  are  in  managed  care  now,  most  of  those  people  that  are  com- 
ing along,  and  more  and  more  people  are  getting  into  it  and  I  think 
they  will  be  much  more  receptive  if  that  is  the  answer  we  finally 
come  up  with. 

Mr.  Sabo,  do  you  have  a  comment  you  would  like  to  make? 

Mr.  Sabo.  I  frankly  have  to  say  I  am  one  of  those  who  is  skep- 
tical of  this  conventional  wisdom  of  raising  deductibles.  We  had 
somebody  testify  yesterday  from  a  private  company  that  4  percent 
of  their  cases  result  in  50  percent  of  their  costs.  When  we  had  peo- 
ple from  managed  care  here  yesterday,  they  expressed  their  con- 
cern that  if  you  make  it  very  difficult  for  people  to  come  in  for  ap- 
propriate preventive  work,  what  you  do  is  escalate  your  long-term 
costs. 

I  think  there  is  a  problem  with  the  lack  of  deductibility,  but  ulti- 
mately I  think  that  responsibility  comes  back  to  providers  having 
to  make  judgments  and  not  necessarily  the  recipient.  You  know, 
there  may  be  the  case  of  the  elderly  dealing  with  loneliness.  Not 
too  long  ago,  I  brought  my  car  in  because  I  needed  somebody  to  do 
some  work  on  the  brakes  and  I  thought  it  was  going  to  be  a  little 
expense.  The  next  thing  I  knew,  it  was  up  on  a  hoist,  the  wheels 
were  off,  and  some  mechanic  was  pointing  at  everything  under- 
neath there  and  everything  I  needed  to  do.  I  didn't  have  the  fog- 
giest idea,  but  to  be  safe  I  said  yes  to  everything,  whether  I  needed 
it  or  not.  I  don't  know. 

Mr.  HOBSON.  That  is  a  problem  in  our  system,  I  think,  too. 

Mr.  Sabo.  Yes,  but,  you  know,  how  you  deal  with  health  gets  to 
be  more  sensitive  and  we  expect  people  to  be  able  to  make  judg- 
ments, particularly  when  they  are  :feeling  ill  and  sick.  The  ultimate 
responsibility  for  controlling  that  cost  has  to  come  back,  and  I 
think  eventually  comes  back  primarily  to  the  doctor  because  that 
is  who  is  ordering  the  tests  which  may  or  may  not  be  needed,  put- 
ting people  in  hospitals,  which  may  or  may  not  be  appropriate. 

So  simply  increasing  the  deductibles  may  save  us  some  money  in 
the  short  term  but  may  cost  us  in  the  long  term.  But  ultimately 
that  responsibility  comes  back  to  the  people  who  are  organizing 
and  delivering  that  health  care  system.  I  think  people  can  make 
judgments  maybe  on  systems  that  they  want  to  be  in,  but  when  we 
start  asking  people  to  make  a  judgment  day  in  and  day  out  over 
whether  this  test  is  or  isn't  appropriate,  I  get  skeptical  whether 
that  is  something  that  people  can  do. 

I  suppose  that  is  one  of  the  pluses  in  managed  care  that  people 
are  making  a  judgment  about  a  system  and  then  people  are  mak- 
ing individual  professional  judgments  about  whether  a  particular 
drug  should  or  shouldn't  be  prescribed.  I  also  frankly  think  that 
our  goal  in  dealing  with  this — I  don't  know  that  we  should  be  talk- 
ing about  and  thinking  that  what  we  are  going  to  do  is  inflict  pain 
on  people,  and  suffering  and  sacrifice  on  people. 

It  seems  to  me  that  the  real  question  before  us  is  with  the  sys- 
tem and  the  question  is  how  we  can  control  that  rapid  escalation 
of  cost  and  still  provide  the  basic  service  and  quality  of  service  that 
we  do  today.  That  should  be  our  goal,  and  I  think  if  we  put  our 
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minds  to  it  that  is  what  we  should  be  able  to  achieve,  without  sim- 
ply transferring  costs  on  to  the  recipient. 

Mr.  HOBSON.  Thank  you. 

Mr.  Sabo.  We  have  got  to  go  vote. 

Mr.  HOBSON.  Yes,  we  have  got  to  vote  and  we  will  be  recessed 
until  2:00,  but  I  think  everybody  shares  the  same  goal  in  this.  The 
question  is  how  do  you  achieve  those  goals  in  a  caring,  compas- 
sionate way  without  breaking  the  bank.  The  one  thing  that  man- 
aged care  does  do  is  provide  a  gatekeeper  type  of  thing  that  the 
consumer  doesn't  always  have  when  he  is  out  there  tr3dng  to  find 
services. 

Well,  we  thank  you  for  your  testimony.  We  will  be  recessed  until 
2:00,  when  Secretary  Shalala  will  be  here. 

[Whereupon,  at  12:18  p.m.,  the  committee  was  adjourned,  to  re- 
convene at  2  p.m.  the  same  day.] 

AFTERNOON  SESSION 

Chairman  Kasich.  Let  me  just  welcome  you  here.  Martin  will 
have  a  little  something  to  say,  and  then  we  will  get  to  you  and  you 
can  start  your  testimony.  When  the  vote  comes,  then  we  will  have 
to  go  over  to  the  floor. 

Let  me  just  tell  you  that  I  really  appreciate  your  being  here.  I 
have  had  an  opportunity  to  review  your  testimony,  particularly  in 
regard  to  the  $100  billion.  Surprise,  surprise,  I  don't  agree  with 
most  of  it,  but  I  appreciate  your  comments  in  there. 

What  I  really  wanted  to  do,  also,  today,  as  you  know — or  prob- 
ably, you  don't  know — for  the  last  couple  of  days,  we  have  been 
talking  about  this  whole  Medicare  trust  fund.  From  the  1994  an- 
nual report,  it  says  that  if  we  use  their  intermediate  assumptions, 
which  is  essentially  where  we  are  today,  the  fund  is  projected  to 
decline  steadily  and  the  fund  will  be  completely  exhausted  in  2001. 
If  we  went  to  the  low-cost  alternative,  which  would  be  significantly 
lower  than  where  we  are  today,  then  the  trust  fund  is  still  pro- 
jected to  be  exhausted  in  2004. 

My  concern  is.  Madam  Secretary,  that  you  gave  us  a  5-year 
budget.  I  understand  you  believe  everything  should  be  done  in 
Medicare  reform  in  the  context  of  overall  health  care  reform.  My 
feeling  is,  frankly,  the  private  sector  is  far  ahead  of  the  govern- 
ment, as  they  usually  are,  and  we  have  vast  improvements  in 
terms  of  cost  increases.  I  believe,  as  a  result  of  that,  we  are  going 
to  see  increasing  numbers  of  people  who  will,  in  fact,  be  covered 
who  are  not  currently  covered. 

In  addition  to  that,  I  think  that  we  are  going  to  be  passing  legis- 
lation this  year  that  will  provide  for  more  effective  pooling  of  em- 
ployees' resources  so  that  we  can,  in  fact,  be  able  to  attract  lower- 
cost  insurance  so  that  it  becomes  affordable  for  the  smaller  employ- 
ers. 

But  aside  from  all  of  that,  if  we  don't  get  moving  right  away,  we 
are  going  to  find  ourselves  bankrupt  in  this  trust  fund.  This  is 
something  that  we  really  need  to  make  sure  the  public  understands 
and  I  need  to  make  sure  that  all  of  my  colleagues  understand,  be- 
cause I  think  that  there  is  always  a  sense  of  we  get  to  the  edge 
of  the  cliff  on  entitlements  and  then  we  go,  nah,  I  just  can't  do  it. 
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I  feel  compelled  to  talk  about  this  Medicare  situation  because  it 
is  the  right  policy  and  the  right  thing,  and  if  we  put  it  off,  we  just 
fall  that  much  farther  behind. 

What,  of  course,  I  am  disappointed  about,  and  you  can  notice 
how  low-key  I  am  on  this  today,  is  that  your  5-year  budget  did  not 
address  this.  You  know  and  I  know,  Martin  knows,  the  President 
knows,  we  are  going  to  have  to  do  something  with  Medicare  to  keep 
it  from  going  bankrupt. 

I  hope  that,  as  we  lay  our  program  down  on  the  table,  that  we 
are  not  going  to  be  met  with  a  whole  lot  of  yelling  and  screaming 
and  unfair  communication  to  the  American  people  so  we  start  scar- 
ing them,  because  if  we  are,  then  we  are  just  going  to  get  into  this 
real  bad,  as  they  call  it  in  the  Armed  Services  Committee,  "food 
fight."  But  we  have  to  go  through  this,  because  if  we  don't  get 
through  it  and  begin  to  address  this,  then  the  fund  is,  in  fact,  going 
to  go  bankrupt. 

I  understand  you  have  a  report  coming  out  in  about  a  month  that 
is  going  to  make  some  recommendations.  I  will  look  forward  to  that 
report.  I  hope  that,  if  it  comes  within  the  next  month,  I  can  use 
some  of  it  to  get  to  Ways  and  Means  and  Energy  and  Commerce 
as  part  of  our  constructing  a  better  Medicare  system.  But  either 
way  we  go,  we  have  to  address  this  issue  and  I  would  like  to  have 
you  say  something  about  this  whole  thing. 

I  want  to  welcome  you  here.  You  have  been,  in  my  judgment,  as 
I  was  telling  the  folks  on  the  staff  today,  I  think  you  are  one  of 
the  smartest  people  in  the  administration.  It  is  great  to  see  that 
a  young  lady  who  was  bom  in  the  suburbs  of  Cleveland  could  rise 
to  have  a  prominent  position  at  the  University  of  Wisconsin,  clearly 
one  of  the  most  respected  academic  institutions  in  our  country.  I 
hate  the  fact  that  we  have  not  yet  gotten  Ohio  State  to  top  them 
in  all  the  reports,  but  we  are  on  our  way  to  doing  that.  To  become 
Secretary  of  an  important  Department  like  HHS,  your  parents  ob- 
viously have  to  be  very  proud  of  you.  I  congratulate  you  on  that 
success. 

But  let  me  say  to  you,  I  want  you  to  work  with  us  to  fix  this 
Medicare  bankruptcy  problem  that  we  are  going  to  face  very,  very 
soon. 

I  welcome  you  here  today,  and  I  would  like  to  now  recognize 
Martin. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

Ms.  Shalala,  it  is  good  to  have  you  with  us  again.  More  impor- 
tantly, she  has  a  sister  who  lives  in  North  Dakota,  my  home  State. 
So  welcome  to  the  committee,  again. 

Let  me  commend  you  and  the  administration  for  the  work  you 
did  on  the  question  of  health  care  reform  a  year  ago.  You  were 
dealing  with  a  very  fundamental  problem  in  our  country  and  a 
problem  that  continues  to  grow  with  millions  of  Americans  who  do 
not  have  health  care  coverage.  That  was  a  problem  I  thought  that 
could  have  been  solved.  But,  unfortunately,  I  think  too  much  dema- 
goguery  got  involved  in  the  discussion  with  mass  media  campaigns 
that  substantially  distorted  what  the  administration  was  trying  to 
do.  As  a  result,  millions  of  American  people  are  going  to  suffer  be- 
cause we  didn't  succeed  in  1994. 
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We  are  now  in  a  new  session.  I  think  the  politics  may  have 
changed,  in  part,  because  we  failed.  The  political  objective  of  dema- 
goguery  accomplished  its  goal.  Now,  we  are  in  a  new  session,  with 
different  leadership,  with  different  focus  on  how  we  deal  with  some 
problems. 

My  own  judgment,  as  I  watch  the  beginnings  of  this  session,  is 
that  we  have  an  agenda  driven  by  ideology  which  is  substantially 
different  than  any  of  my  basic  beliefs,  in  which,  I  think,  many  peo- 
ple are  going  to  be  hurt  and  the  country  is  going  to  be  hurt  sub- 
stantially if  we  continue  on  that  agenda  into  the  future. 

At  some  point,  however,  we  have  to  deal  with  the  question  of 
Federal  expenditures  and  how  we  reduce  the  deficit.  Clearly,  for 
anyone  who  looks  at  the  numbers,  key  to  that  is  dealing  with  the 
costs  of  health  care  and  Federally-funded  health  care  programs. 

At  some  point,  I  don't  know  when  it  will  occur  in  the  course  of 
this  session,  maybe  it  never  does,  but  I  hope  it  does,  we  are  going 
to  have  to  switch  from  ideology  to  pragmatism,  and  at  the  point  we 
switch  from  ideology  to  pragmatism,  one  of  the  core  issues  we  have 
to  deal  with  is  how  we  provide  quality  health  care  for  millions  of 
American  elderly  and  millions  of  American  poor  people  without 
costs  escalating  at  10  to  11  percent  a  year.  That  is  unsustainable 
for  the  future.  We  are  going  to  need  your  wisdom  and  the  adminis- 
tration's wisdom  as  we  deal  with  that  problem  in  the  weeks  and 
months  ahead. 

I  hope  the  new  majority,  at  some  time,  finds  the  capacity  to  move 
from  ideology  to  pragmatism  and  that  the  end  result,  at  some  point 
in  the  course  of  the  next  several  months,  will  be  something  that 
serves  the  American  people  well,  both  in  terms  of  how  we  structure 
health  care  and  how  we  deal  with  the  fundamental  problem  of  a 
deficit  that  is  still  too  large. 

I  welcome  you  here  today. 

STATEMENT  OF  HON.  DONNA  E.  SHALALA,  SECRETARY,  U.S. 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 

Secretary  Shalala.  Thank  you  very  much,  Mr.  Chairman.  Thank 
you  for  your  kind  words,  you  and  Congressman  Sabo. 

I  am  here  to  testify  in  accordance  with  the  letter  that  you  sent 
me,  inviting  me  to  discuss  the  Department's  budget.  This  is  a 
shortened  form  of  my  testimony.  I  have  submitted  the  entire  testi- 
mony for  the  record. 

Our  budget  for  fiscal  year  1996  protects  taxpayer  dollars.  We  be- 
lieve it  improves  the  efficiency  of  our  programs.  We  also  believe 
that  it  invests  carefully  in  the  future  health  and  well-being  of  this 
country. 

I  am  going  to  discuss,  first,  the  goals  of  our  discretionary  pro- 
grams, talk  a  little  about  Medicare,  and  then  I  am  happy  to  get 
into  a  dialogue  with  you  about  the  trust  fund,  about  managed  care, 
about  things  that  we  are  doing  in  the  Department,  and  about  our 
shared  concerns  about  the  financing  of  the  trust  fund  and  what 
some  of  our  thoughts  are  on  the  context  in  which  we  ought  to  work 
on  these  issues  together. 

First,  let  me  discuss  the  accomplishments  and  goals  and  some  of 
the  proposals  that  this  committee  has  already  considered.  Our 
budget  outlay  request  totals  $716  billion.  Our  budget  for  entitle- 
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ments  is  $676  billion,  an  8-percent  increase  over  the  1995  level. 
Discretionary  spending  for  1996  will  total  $37  billion  in  budget  au- 
thority, an  increase  of  4  percent  over  1995. 

In  our  1996  budget,  we  were  determined  to  cut  discretionary 
spending,  to  consolidate  services,  and  to  do  more  with  less.  We  are 
doing  this  by  consolidating  activities  into  Performance  Partner- 
ships. 

Most  notably,  in  the  Public  Health  Service,  we  have  combined 
107  program  activities  into  16  grant  programs  to  give  the  States 
and  the  grantees  greater  control,  flexibility,  and  accountability  in 
managing  these  programs. 

We  have  reduced  funding  for  69  programs,  taking  them  below 
the  levels  approved  by  Congress  for  1995,  and  we  froze  an  addi- 
tional 57  activities  at  their  1995  levels. 

We  are  also  reexamining  the  administrative  structure  of  the  De- 
partment to  find  more  effective  ways  of  doing  business.  Some  of  our 
overhead  functions  will  actually  be  eliminated,  and  administrative 
responsibilities  will  be  returned  to  our  agencies,  resulting  in  fewer 
positions  and  lower  administrative  costs.  These  savings  are  real. 
They  represent  some  hard  decisions  we  have  made  in  putting  to- 
gether this  budget. 

By  squeezing  down  spending  and  rethinking  the  way  we  do  busi- 
ness, we  were-able^ta  target  increases  in  a  few  key  investments 
that  have  shown  significant  payoffs. 

I  am  proud  to  say  that  this  budget  reafiirms  the  core  values  of 
the  administration,  which  is  to  put  people  first.  To  that  end,  the 
budget  commits  an  additional  $468  million  for  the  brilliant  bio- 
medical research  supported  by  the  National  Institutes  of  Health, 
research  that  holds  the  key  to  conquering  disease.  Just  last  month, 
we  announced  the  NIH-funded  discovery  of  the  first  drug  treatment 
for  severe  cases  of  sickle  cell  anemia.  The  NIH  has  also  made 
major  breakthroughs  in  breast  cancer,  including  the  discovery  of 
the  BRCA-1  gene,  which  is  linked  to  breast  cancer. 

Mr.  Chairman,  this  administration  is  also  continuing  to  lead  the 
fight  against  AIDS  by  strengthening  our  research,  prevention,  and 
treatment  efforts.  This  is  a  national  health  tragedy,  because  AIDS 
is  now  the  No.  1  cause  of  death  for  Americans  between  the  ages 
of  25  and  44.  Our  1996  budget  provides  an  increase  of  $91  million 
for  the  Ryan  White  AIDS  programs  to  assure  that  the  10  to  14 
newly  eligible  communities  will  receive  funding. 

Our  childhood  immunization  initiative  is  another  example  of  in- 
vestments that  make  a  difference.  In  1996,  we  are  requesting  $843 
million  for  this  initiative,  which  has  taken  dramatic  strides  in 
building  public-private  partnerships  with  thousands  of  private  doc- 
tors to  make  sure  that  no  American  child  fails  to  be  immunized  be- 
cause of  cost. 

In  1993,  67  percent  of  our  2-year-olds  were  immunized  with  the 
most  important  vaccinations,  which  is  the  highest  percentage  in 
our  history.  But  we  won't  stop  there.  With  our  request,  we  will 
make  further  progress  toward  our  1996  goal  of  immunizing  90  per- 
cent of  the  children  under  age  2  with  the  most  important  vaccina- 
tions. 

This  budget  also  continues  the  President's  commitment  to  chil- 
dren and  families,  as  reflected  in  our  investments  in  child  care  and 
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Head  Start.  We  believe  that  these  are  smart  investments  that  will 
produce  dividends  and  better  health  for  all  Americans. 

Nov/,  let  me  talk  a  little  about  Medicare.  Medicare  is  the  world's 
largest,  and  by  many  measures,  most  successful  health  insurance 
program.  It  is  an  effective,  affordable,  and  customer-friendly  pro- 
gram. Administered  largely  by  private  contractors  under  our  super- 
vision. Medicare  is  the  largest  payor  of  the  elderly's  health  care  ex- 
penses. 

In  fact,  when  spending  growth  is  calculated  on  a  per-person 
basis,  the  growth  in  Medicare  is  comparable  to  the  growth  in  the 
private  sector.  From  1984  to  1993,  Medicare  spending  per  enrollee 
actually  grew  2  percentage  points  more  slowly  than  did  private 
health  insurance  spending. 

Although  we  have  seen  a  turnaround  in  that  experience  starting 
in  1991,  HCFA  projects  that  from  1996  through  2000,  Medicare 
spending  per  enrollee  will  grow  at  about  the  same  rate  as  private 
health  insurance  spending. 

As  the  Congress  examines  the  future  of  Medicare,  we  should  con- 
sider the  following.  Relatively  few  of  those  who  receive  Medicare 
can  be  considered  financially  well-off.  Approximately  83  percent  of 
the  program  spending  in  1992  was  on  behalf  of  those  with  incomes 
of  less  than  $25,000.  Currently,  20  percent  of  those  covered  by 
Medicare  are  either  seniors  aged  85  and  older,  most  of  whom  are 
women,  or  persons  with  disabilities,  including  end-stage  renal  dis- 
ease. 

Medicare  is  clearly  successful  and  beneficiaries  continue  to  ex- 
press a  high  degree  of  satisfaction.  Millions  of  elderly  and  disabled 
Americans  now  have  health  care  coverage  and  a  quality  of  life  that 
they  would  otherwise  lack,  thanks  to  Medicare. 

Today,  any  discussion  of  the  quest  to  enhance  cost  effectiveness, 
as  well  as  the  accessibility  of  quality  medical  care  for  beneficiaries, 
must  include  managed  care.  The  number  of  older  Americans  choos- 
ing managed  care  through  the  Medicare  program  grew  by  16  per- 
cent from  1993  to  1994,  from  2.7  million  people  to  more  than  3.1 
million  in  1994. 

The  cornerstone  of  our  policy  is  informed  choice  in  a  fair  market- 
place, in  which  beneficiaries  have  full  and  accurate  information 
and  are  not  discriminated  against  on  the  basis  of  relative  need.  The 
emphasis  must  be  on  choice. 

Medicare  managed  care  enrollment  is  increasing,  and  we  antici- 
pate continued  strong  growth  as  new  beneficiaries,  who  are  more 
familiar  with  managed  care,  enter  the  Medicare  program.  There 
are  two  major  reasons  for  this  growth  related  to  the  nature  of  the 
Medicare  risk  program  and  its  methodology.  HMO*s  appear  to  have 
favorable  selection,  and  payments  to  HMO's  that  might  be  applied 
to  program  savings  are  retained  by  HMO's  and  used  to  finance  ad- 
ditional benefits,  which  attracts  additional  Medicare  beneficiaries 
to  enroll  in  the  plans. 

Innovative  financing  of  Medicare  is  certainly  feasible.  For  exam- 
ple, we  are  proposing  to  test  a  competitive  bidding  model  for  Medi- 
care managed  care.  Under  such  an  approach.  Medicare  payments 
to  managed  care  plans  would  be  based  on  a  bidding  process  rather 
than  on  the  current  AAPCC  formula.  Many  believe  that  the  meth- 
odology will  result  in  payments  that  more  accurately  reflect  the 


141 


true  cost  of  doing  business,  as  well  as  greater  efficiency  through 
more  competition  among  health  plans. 

In  addition  to  our  efforts  to  improve  managed  care  options  under 
Medicare,  w.e  want  to  make  available  a  new  preferred  provider  or- 
ganization, or  PPO,  option.  It  would  allow  Medicare-covered  Ameri- 
cans to  choose  any  physician  at  any  time,  though  cost  sharing  will 
be  allowed  if  they  go  outside  the  PPO  network. 

We  also  will  be  completing  our  evaluation  of  the  results  obtained 
from  the  Medicare  SELECT  demonstration.  We  will  receive  the  re- 
sults of  a  comprehensive  evaluation  of  Medicare  SELECT  in  the 
next  few  months.  We  look  forward  to  working  with  the  Congress 
on  this  issue  after  we  receive  the  evaluation. 

Starting  at  the  Office  of  the  HCFA  Administrator  and  at  every 
level  of  our  agency,  we  have  strengthened  efforts  to  root  out  fraud 
and  abuse  in  Medicare  and  Medicaid  and  to  pursue  vigorously 
those  who  commit  illegal  activities.  HCFA  is  continuing  to  exercise 
its  authority  to  suspend  payments  to  providers  and  suppliers  when 
evidence  of  fraud  exists.  HCFA  also  is  changing  programs  and  poli- 
cies most  vulnerable  to  abuse. 

For  example,  to  better  monitor  fraud  and  abuse  related  to  dura- 
ble medical  equipment,  we  have  changed  the  procedures  for  claims 
processing.  Four  carriers,  not  33,  are  now  responsible  for  DME 
claims  processing.  The  previous  system  of  multiple  carriers  gave 
DME  suppliers  opportunities  to  submit  claims  to  the  carrier  whose 
payment  policy  was  most  profitable.  The  new  system,  using  four  re- 
gional carriers,  reduces  the  chance  for  fraudulent  billing  because 
suppliers  must  submit  claims  to  the  carrier  in  the  region  in  which 
the  beneficiary  resides. 

In  my  formal  testimony,  Mr.  Chairman,  I  have  expressed  con- 
cerns with  regard  to  a  block  grant  approach  for  controlling  growth 
in  Medicaid.  We  believe  that  reductions  of  the  magnitude  that  we 
have  seen  in  proposals  to  place  a  5-percent  cap  on  growth  will  dra- 
matically affect  coverage,  not  only  for  low-income  women  and  chil- 
dren but  also  for  the  older  Americans  and  people  with  disabilities 
who  are  served  by  this  program.  I  would  be  happy  to  discuss  the 
Medicaid  program  further  in  the  question  and  answer  session. 

Finally,  Mr.  Chairman,  I  would  be  remiss  if  I  did  not  discuss 
some  of  the  illustrative  reductions  included  in  the  tax  offset  pack- 
age unveiled  last  week. 

Chairman  Kasich.  Go  ahead  and  be  remiss,  if  you  want  to. 

[Laughter.] 

Secretary  Shalala.  I  brought  all  my  fancy  senior  staff  

Chairman  Kasich.  I  know.  They  are  all  waiting  here.  I  see  them. 

Mr.  Sabo.  I  want  to  hear  this. 

[Laughter.] 

Secretary  Shalala.  First,  the  proposal  would  reduce  and  elimi- 
nate programs  crucial  to  providing  adequate  health  care  for  rural 
America.  Rural  Americans  constitute  one-fourth  of  the  population, 
but  because  of  where  they  live,  they  often  lack  adequate  health 
care.  More  than  1,400  rural  areas  suffer  a  critical  shortage  of 
health  care  professionals.  The  proposed  reductions  of  the  National 
Health  Service  Corps  and  the  elimination  of  rural  health  programs 
for  outreach  and  research,  some  of  which  were  restored  in  the  final 
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House  recision  bill,  would  severely  limit  rural  Americans'  access  to 
health  care. 

Second,  we  strongly  believe  that  proposing  the  elimination  of  the 
Agency  for  Health  Care  Policy  and  Research  is  extremely  short- 
sighted and  is  a  classic  case  of  being  penny-wise  and  pound-foolish. 
Rising  health  care  costs  are  recognized  as  a  serious  national  prob- 
lem. In  1989,  the  Congress  created  this  agency  to  provide  research 
to  improve  the  quality  of  care  and  reduce  costs.  While  the  agency 
is  only  5  years  old,  it  already  has  built  an  enviable  track  record  of 
accomplishments.  It  may  be  somewhat  unusual  to  describe  a  Fed- 
eral agency  as  cost  effective,  but  that  is  what  AHCPR  is. 

The  third  proposal  that  concerns  us  is  the  reduction  and  eventual 
elimination  of  funding  for  CDC's  National  Center  for  Injury  Pre- 
vention and  Control  activities.  The  center  was  created  to  coordinate 
injury  control  activities  at  the  national  level.  Since  its  creation  in 
1992,  the  national  center  has  fulfilled  a  unique  niche.  It  links  inju- 
ries to  health  outcomes,  and  it  uses  public  health  methods  and 
works  with  the  public  health  and  health  care  communities. 

This  approach  has  demonstrated  powerful  potential  for  savings. 
Injury  prevention  is  good  investment.  For  example,  every  dollar 
spent  on  child  safety  seats  saves  society  $32.  Every  dollar  spent  on 
bicycle  helmets  saves  us  $30.  Every  dollar  spent  on  sobriety  check 
points  saves  us  $8.  And  every  dollar  spent  on  smoke  detectors 
saves  us  $65. 

Another  program  that  is,  in  effect,  slated  for  elimination  is  the 
National  Institute  for  Occupational  Safety  and  Health,  and  I  must 
raise  strong  concerns  about  this  proposal,  similar  to  those  that  I 
have  just  stated  regarding  cuts  in  AHCPR.  This  proposal  would 
halt  the  progress  that  we  are  beginning  to  make  to  improve  work- 
place safety  and  health. 

Let  me  set  the  record  straight,  because  I  believe  there  has  been 
some  misunderstanding.  NIOSH  is  the  only  Federal  agency  that 
conducts  research,  that  trains  professionals,  and  that  develops  in- 
novative solutions  to  occupational  safety  and  health  problems. 

For  those  among  us  who  may  believe  that  we  have  solved  all  of 
our  occupational  health  and  safety  problems,  let  me  assure  you 
that  that  is  not  the  case.  Every  day,  17  American  workers  die  from 
work-related  injuries,  and  137  from  occupational  disease.  In  1992, 
work  injuries  alone  cost  us  $116  billion  in  medical  costs  and  lost 
productivity  and  wages.  That  same  year,  employers  reported  3.3 
million  disabling  work  injuries  and  370,000  cases  of  occupational 
illness. 

NIOSH  has  proven  effective  in  identifying  and  reducing  this  bur- 
den. As  a  result,  if  NIOSH  is  abolished,  working  women  and  men, 
many  of  them  middle  class,  as  well  as  businesses,  will  end  up  as 
the  losers. 

Another  reduction  suggested  in  the  tax  offset  package  includes 
cutting  the  National  Institutes  of  Health  by  5  percent  below  the 
1995  level  and  freezing  future  years  at  this  level,  creating  a  total 
loss  in  funding  of  approximately  $2.5  billion  by  fiscal  year  2000. 
This  amounts  to  a  reduction  of  $1  billion,  or  9  percent,  in  fiscal 
year  1996  from  the  President's  budget. 

These  reductions  would  be  harmful  to  biomedical  research  at  a 
time  when  great  opportunities  exist.  We  are  concerned  about  the 
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future  effect  of  these  reductions,  especially  the  negative  effects  of 
these  projected  reductions  in  successes  for  research  project  grants 
and  their  impact  on  new  researchers  who  are  considering  careers 
in  biomedical  research. 

The  National  Institutes  of  Health  has  more  than  paid  for  itself 
through  past  discoveries.  Fluoridation  saves  the  country  $4.5  bil- 
lion each  year  by  preventing  dental  cavities.  Psychoactive  drugs 
like  lithium  for  manic-depressive  psychoses  dramatically  reduced 
hospitalization  for  mental  illness  and  has  saved  over  $7  billion  per 
year  and  allowed  patients  to  return  to  productive  lives. 

More  recently,  a  $20  million  investment  in  influenza  B  vaccine 
has  resulted  in  savings  of  over  $400  million  each  year  by  prevent- 
ing cases  of  childhood  meningitis  and  consequent  mental  retarda- 
tion. The  use  of  AZT  to  prevent  maternal-fetal  transmission  of  HIV 
is  expected  to  save  over  $172  million  annually. 

Major  cuts  in  NIH  research  could  threaten  our  ability  to  continue 
such  progress.  A  reduction  of  $1  billion  in  fiscal  year  1996  would 
seriously  reduce  the  number  of  new  and  competing  research  project 
grants  from  6,500  in  1995  to  4,000  in  1996.  Success  rates  for  re- 
search project  grants  would  plunge  from  24  percent  in  1995  to  15 
percent  in  1996.  While  I  recognize  that  the  Appropriations  Commit- 
tees will  make  the  final  recommendations  on  how  to  live  within  the 
lower  caps  proposed  by  the  Budget  Committee,  the  savings  re- 
quired are  daunting. 

I  hope  that,  with  the  President's  budget  as  a  starting  point,  we 
can  work  together  to  reduce  the  deficit  without  harming  those  pro- 
grams of  critical  importance  to  all  Americans,  those  programs  that 
save  us  money. 

I  look  forward  to  working  with  this  committee  and  I  greatly  ap- 
preciate the  opportunity  to  testify  before  you  this  afternoon.  I 
would  be  happy  to  answer  any  questions. 

Chairman  Kasich.  Let  the  record  show  that  I  sat  and  listened 
to  all  of  that.  I  have  to  go  vote,  and  someone  will  be  back  to  as- 
sume the  chair.  I  hope  to  get  back  before  you  leave.  If  everybody 
will  just  relax,  we  will  be  back. 

[Recess.] 

Mr.  HOBSON  [presiding].  Madam  Secretary,  we  will  resume.  Mr. 
Kasich  will  return.  I  see  you  have  some  very  good  backup  back 
there. 

Mr.  Miller  from  Florida,  you  are  recognized  for  5  minutes. 
Mr.  Miller.  Thank  you,  Mr.  Chairman. 

Thank  you  for  coming  today.  I  see  Dr.  Varm  is  there  with  you. 
Aren't  you  supposed  to  be  over  at  the  Appropriations  Subcommittee 
this  afternoon?  It  seems  like  you  are  spending  a  great  deal  of  time 
up  here,  between  appropriations  and  budget,  and  I  am  sure  the 
Senate  has  you  there,  also,  concerning  what  is  happening  at  NIH. 

The  focus,  I  think  we  realize,  is  Medicare.  The  appropriations 
will  address  the  discretionary  issue.  We  have  some  very  tough  is- 
sues. We  have  two  major  problems,  especially  with  respect  to  the 
discretionary  and  balancing  the  budget.  I  believe  there  is  a  moral 
issue  by  going  into  debt  every  year.  It  is  going  to  destroy  our  coun- 
try. We  are  seeing  what  has  happened  in  Mexico,  countries  that 
have  lived  beyond  their  means.  It  is  the  worst  thing  we  can  do. 
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The  problem  when  you  get  into  the  decision  is,  where  do  you 
make  cuts?  It  is  going  to  be  extremely  hard  and  very  painful,  I  be- 
lieve, but  we  must  realize  that  the  moral  imperative  to  balance  the 
budget  is  paramount. 

Bob  Livingston  likes  to  quote  Russell  Long  about,  "Don't  cut  me, 
don't  cut  thee,  cut  those  behind  the  tree,"  and  where  do  you  begin? 
We  can  go  into  the  Department  of  Labor  issues  of  job  training  pro- 
grams or  education  programs  and  title  I  and  we  can  go  throughout 
every  department.  So  we  have  that  problem,  and  that  especially  af- 
fects discretionary. 

I  think  most  of  our  hearings  yesterday  and  today  are  really  on 
the  Medicare  issue,  which  on  the  entitlement  question,  so  I  would 
like  to  go  into  that.  As  this  chart  says,  and  as  you  are  very  much 
aware.  Medicare  is  bankrupt  in  the  year  2001.  I  am  going  to  be  53 
this  May,  which  means  I  will  be  eligible  for  Medicare  in  the  year 
2007.  It  is  not  going  to  be  there  for  me.  It  is  a  serious  issue,  the 
bankruptcy,  basically,  of  Medicare. 

The  budget  presented  has  nothing  to  do  with  how  to  go  about  ad- 
dressing Medicare.  In  fact,  in  your  statement,  it  is  kind  of  optimis- 
tic that  Medicare  is  doing  a  great  job  as  far  as  costs.  But  the  ques- 
tion is,  what  can  and  should  we  do  to  move  toward  saving  Medi- 
care? We  have  to  reform  Medicare,  I  am  sure  you  all  agree.  I  know 
you  will  agree  that  we  have  to  save  Medicare. 

What  can  and  should  we  do?  Can  you  give  me  some  specifics?  We 
talked  just  a  minute  ago  about  managed  care. 

Secretary  Shalala.  Let  me  say  a  couple  of  things.  First  of  all, 
the  problem  with  the  Medicare  trust  fund  is  not  new.  It  was  a 
problem  for  President  Reagan,  it  was  a  problem  for  President 
Bush,  and  it  is  still  a  problem. 

What  I  have  indicated  is  a  couple  of  things.  The  trustees  will 
meet  in  April,  and  we  will  have  new  actuarial  assumptions  which 
reflect  the  new  baseline.  One  of  the  things  about  the  new  baseline, 
whether  you  look  at  our  projections  or  the  CBO  projections,  is  that 
growth  in  Medicare  and  Medicaid  is,  indeed,  coming  down.  We  are 
now  in  single  digits,  where  we  were  in  double  digits  for  almost  the 
last  decade. 

So  there  is  some  indication  that  there  is  some  discipline  coming 
into  the  system,  and  the  costs  are  coming  down.  That  does  not  spe- 
cifically impact  on  the  trust  fund,  and  we  will  see  what  the  actuar- 
ial assumptions  are  and  what  the  trustees'  recommendations  are. 
I  am  a  trustee,  but  I  am  not  at  liberty  until— we  are  not  talking 
about  very  long — next  month,  when  we  will  report  to  Congress  and 
to  the  American  people  on  what  our  recommendations  are. 

We  do  need  to  devise  long-term  solutions.  What  the  President 
said  his  first  year  and  his  second  year  and  this  year  is  that  the 
long-term  solution  has  to  be  done  in  the  context  of  health  care  re- 
form. We  cannot  continue  to  simply  slash  at  the  Medicare  program, 
trying  to  do  something  with  provider  rates. 

Almost  everyone  who  came  before  you  raised  real  questions 
about  whether  managed  care  itself  would  help  to  pull  down  health 
care  costs  on  the  public  side  of  any  significance.  This  has  a  lot  to 
do  with  the  population  and  the  nature  of  the  managed  care  busi- 
ness in  this  country. 
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That  means  that  what  we  need  to  do  is  to  slow  down  the  growth 
of  not  simply  the  government  part  of  health  care,  because  it  is  not 
out  of  line  with  what  the  private  sector  is  spending  per  capita,  but 
all  of  health  care  in  this  country  is  increasing  faster  than  the  rate 
of  inflation.  To  get  both  parts  down  requires  that  we  talk  about 
health  care  reform. 

We  talk  about  a  variety  of  different  things  in  health  care  reform. 
What  we  have  offered  to  do,  as  an  administration,  repeatedly,  is  to 
sit  down  and,  in  a  bipartisan  manner,  talk  about  cost  containment, 
talk  about  coverage  issues,  talk  about  insurance  reforms,  but  talk 
about  the  first  steps  that  we  ought  to  take.  We  reflected  that  in  our 
budget.  That  is,  in  the  budget  document,  we  talked  about  the  need 
to  have  a  discussion  about  health  care  reform  as  a  way  of  bringing 
down  the  growth  of  health  care  in  this  country. 

Mr.  Miller.  I  see  my  time  is  up.  Let  me  make  a  concluding  com- 
ment. We  are  going  bankrupt  in  5  or  6  years,  so  it  is  not  a  long- 
term  solution.  It  is  fairly  short-term  that  we  need  to  address  it.  It 
is  disappointing  that  we  have  not  gone  more  seriously  at  proposals. 
We  are  going  to  address— — 

Mr.  HOBSON.  The  gentleman's  time  is  expired. 

Mr.  Miller.  Thank  you. 

Mr.  HOBSON.  The  gentleman  from  Florida,  Mr.  Johnston,  is  rec- 
ognized for  5  minutes. 
Mr.  Johnston.  Thank  you,  Mr.  Chairman. 

Madam  Secretary,  on  page  6,  you  have  about  four  paragraphs 
dealing  with  fraud  and  abuse.  I  come  from  south  Florida  and  I  tell 
the  story,  there  are  7  million  notch  babies  in  the  country  and  they 
are  all  in  my  congressional  district. 

[Laughter.] 

Secretary  Shalala.  And  they  are  also  all  my  elderly.  They  call 
us  every  time. 
Mr.  HoBSON.  I  have  a  bunch  of  them,  too. 

Mr.  Johnston.  Do  you  have  a  record  of  convictions?  Do  you  have 
a  record  of  reduction  in  Medicare  fraud?  I  say  that  because  my  con- 
stituents come  in  with  their  hospital  bill  vis-a-vis  what  they  actu- 
ally received  and  it  is  the  greatest  piece  of  fiction  since  'War  and 
Peace."  That  is  one  of  the  biggest  complaints  that  I  have  in  my  dis- 
trict, that  Medicare  fraud  is  runaway. 

Secretary  Shalala.  We  have,  in  this  administration,  stepped  up 
our  efforts  on  Medicare  fraud  and  Medicaid  fraud.  We  have  beefed 
up  our  efforts  in  Florida,  for  example.  We  have  this  year  reported 
to  Congress  the  biggest  settlement  in  the  history  of  the  program 
and  the  largest  savings  through  a  variety  of  different  actions  that 
we  have  taken,  $8  billion  this  year.  The  inspector  general  reported 
yesterday  to  the  Oversight  Committee  $8  billion  over  the  last  year, 
which  is  the  largest  amount  of  money  the  Department  has  ever 
saved  in  its  efforts  against  fraud. 

In  REGO  2,  and  our  inspector  general  reported  on  a  little  of  this 
and  there  is  some  language  in  our  budget,  in  "Reinventing  Govern- 
ment II,"  I  will  present  to  Congress  and  to  the  American  people  a 
new  effort,  a  much  more  sophisticated  effort,  which  will  affect  your 
State,  to  go  after  fraud. 

We  are  doing  a  number  of  things  where  we  have  found  fraud, 
and  in  my  testimony,  I  talked  about  what  we  did  with  durable 
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medical  equipment,  which  was  a  big  issue  in  Florida,  where  we  had 
our  first  cases.  I  have  talked  about  our  coordination  with  law  en- 
forcement agencies,  so  it  really  is  an  interdisciplinary  team. 

I  have  talked  before  about  our  need  to  find  a  secure,  streamlined 
financing  system  for  our  waste,  fraud,  and  abuse  efforts  that  is  not 
dependent  on  or  affected  by  the  caps,  because  for  every  dollar  we 
invest  in  waste,  fraud,  and  abuse,  we  certainly  get  significant 
amounts  back. 

But  I  think  that  we  brought  on  one  of  the  great  inspector  gen- 
erals in  this  country.  She  has  worked  as  part  of  a  team,  and  I 
think  that  you  will  see,  every  year,  record  numbers  on  waste, 
fraud,  and  abuse,  but  more  importantly,  our  ability  to  find  systemic 
changes,  like  we  did  in  the  durable  medical  equipment,  that  will 
reduce  the  fraud  in  the  system. 

We  are  trying  some  new  things,  for  instance,  on  home  health 
care,  as  a  result  of  our  investigation  and  recommendations  from 
the  inspector  general.  So  we  are  going  through  those  places,  finding 
the  soft  spots  and  trying  to  find  systemic  places  where  we  could 
make  changes. 

Mr.  Johnston.  Let  me  just  have  one  quick  follow-up  question. 
With  the  IRS,  if  you  file  a  return  and  it  contains  an  inordinate 
amount  of  deductions,  it  will  spit  it  out.  Does  your  computer  have 
the  same  capacity,  if  it  smells  a  rat? 

Secretary  Shalala.  Approximately  the  same  thing.  We  do  two 
kinds  of  things.  If  the  inspector  general  were  here,  she  would  say 
they  follow  up  on  complaints,  and  often,  we  get  inside  information 
on  something  to  follow  up.  In  addition  to  that,  we  look  for  claim.s 
that  are  out  of  the  ordinary,  whether  it  is  by  a  company  or  by  a 
State. 

Most  recently,  a  State  asked  us  for  a  reimbursement  that  lit- 
erally doubled  their  administrative  costs.  When  we  went  back  in  to 
look — I  am  not  suggesting  it  was  fraud — ^when  we  went  back  in  to 
look,  what  we  discovered  was  a  pattern  of  asking  for  reimburse- 
ment for  things  that  we  have  already  paid  for  because  they  had  a 
faulty  new  system  that  they  had  put  in  place.  So  we  do,  indeed,  do, 
conceptually,  the  same  kind  of  thing  that  the  IRS  does. 

Mr.  Johnston.  Thank  you,  Mr.  Chairman 

Mr.  HOBSON.  The  gentleman  from  Colorado,  Mr.  Allard,  is  recog- 
nized for  5  minutes. 

Mr.  Allard.  I  would  like  to  thank  the  chairman  for  recognizing 
me  and  thank  Ms.  Shalala  for  being  here  to  give  us  her  testimony 
and  answer  a  few  questions. 

I  want  to  challenge  one  of  your  statements.  You  said  that  your 
costs  in  Medicare  and  Medicaid  was  not  higher  than  what  was  hap- 
pening in  the  private  sector? 

Secretary  Shalala.  I  said  that  our  per  capita  costs  for  Medicare 
were  approximately  the  same  as  the  private  sector. 

Mr.  Allard.  You  see,  I  have  figures  here  in  front  of  me.  These 
are  actually  from  the  Health  Care  Financing  Administration,  It 
says  that,  on  national  health  expenditures,  if  we  look  in  1994  and 
what  is  projected,  we  are  looking  at  4.4  percent  growth  in  the  pri- 
vate sector  and  in  Medicare,  you  are  looking  at  an  11-percent  in- 
crease, and  in  Medicaid,  a  9-percent  increase.  That  is  double  what 
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is  happening  in  the  private  sector,  so  I  don't  understand  how  you 
can  make  that  statement. 

Secretary  Shalala.  I  am  looking  at  the  projections,  the  new 
baseline  data,  the  projections  of  CBO  and  

Mr.  Allard.  Let  me  interrupt  you  there.  The  problem  is  that  you 
are  talking  off  of  a  baseline,  which  is  an  inflated  baseline.  If  you 
talk  about  increases  from  the  baseline,  you  are  hiding  an  increase. 

What  I  would  like  to  have  you  talk  from  is  what  you  actually 
spent  the  previous  year.  That  is  where  the  real  message  gets  told. 

Secretary  Shalala.  Let  me  look  at  the  historical  growth  rates 
from  1984  to  1993.  The  average  annual  per  capita  growth  rate  from 
1984  to  1993  in  Medicare  was  7.7  percent,  and  in  private  health 
insurance  was  9.8  percent. 

What  I  repeated  was  the  projections  of  the  CBO  and  the  Depart- 
ment, which  are  somewhat  different  for  1996  to  the  year  2000.  We 
can  do  them  over  any  number  of  years,  but  this  is  what  the  CBO 
just  projected.  The  administration's  growth  rate  for  Medicare  is  7.8 
percent,  and  we  are  projecting  private  health  insurance  growth 
rates  of  7.6  percent.  The  CBO  is  estimating  the  average  annual  per 
capita  growth  rate  during  that  period  at  8.2  percent  and  they  are 
projecting  private  health  insurance  at  7.2  percent. 

I  can  explain  the  differences  between  those  two.  If  you  want  dif- 
ferent years,  1  can  go  back  and  do  that.  But  when  you  look  at  per 
capita  

Mr.  Allard.  I  was  looking  at  1994  and  I  just  see  a  4.4  percent 
increase  in  the  private  sector,  and  under  Medicare  and  Medicaid, 
I  see  a  much  higher  rate  of  increase. 

Secretary  Shalala.  Over  time,  I  am  looking  at  the  CBO  num- 
bers. I  would  be  happy  to  track  down  the  1994  and  look  at  that. 
What  we  usually  do  is  look  at  a  block  of  years.  The  other  thing 
is  

Mr.  Allard.  You  can  do  averaging  over  a  block  of  years,  but 
I  

Secretary  Shalala.  You  may  be  looking  at  total  expenditures 
and  I  am  looking  at  per  capita. 

Mr.  Allard.  As  a  budgeter  on  this  committee,  that  is  what  is  im- 
portant. I  guess  if  you  believe  in  a  balanced  budget,  then  we  have 
to  look  at  total  expenditures  and  we  can't  look  at  something  that 
is  based  on  a  ratio  or  per  capita.  We  have  to  look  at  what  you  spent 
the  year  before  and  what  you  are  spending  today  and  what  you  are 
going  to  spend  tomorrow  and  the  next  budget  year. 

Secretary  Shalala.  I  understand  your  point,  but  I  am  trying  to 
answer  the  question  of  whether  the  Federal  Government's  health 
insurance  

Mr.  Allard.  And  all  I  am  asking  is  that  you  answer  it  in  terms 
of  this  committee,  which  is  what  was  actually  spent  in  1994. 

Mr.  Chairman,  I  just  wanted  to  make  my  point. 

Secretary  Shalala.  I  fully  understand  the  point,  and  you  under- 
stand the  point  I  am  trying  to  make. 

Mr.  HOBSON.  Let  her  answer  the  question. 

Secretary  Shalala.  I  am  comparing  how  we  handle  health  insur- 
ance for  individuals  and  what  the  private  sector  does  and  simply 
making  the  point  that  we  do  pretty  well  in  relationship  to  the  pri- 
vate sector.  There  are  some  differences,  but  we  are  dealing  with 
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different  populations.  We  obviously  have  a  high-risk,  elderly,  dis- 
abled population  in  our  insurance  pot  and  they  are  dealing  with  a 
much  healthier  population. 

Mr.  Allard.  I  will  give  you  that  point. 

Secretary  Shalala.  Thank  you. 

Mr.  HOBSON.  The  gentleman^s  time  is  expired. 

The  gentleman  from  Minnesota  is  recognized  for  5  minutes. 

Mr.  Sabo.  Thank  you. 

I  am  not  sure  what  the  whole  thought  process  the  administration 
went  through  as  they  put  a  budget  together,  but  I  fully  know  that 
if  you  would  have  had  any  recommendations  on  how  to  deal  with 
Medicare  and  Medicaid,  they  quickly  would  have  been  used  as  a 
method  for  paying  for  an  unfair  tax  cut.  So  I  have  no  quarrel  with 
simply  having  the  extenders  as  part  of  the  administration's  budget. 

As  I  indicated  earlier,  at  some  point,  this  session  has  to  move 
from  ideology  to  pragmatism.  I  believe  Medicare  and  Medicaid  are 
two  of  the  issues  we  have  to  deal  with.  I  simply  have  to  state  that 
there  is  a  statement  you  made  that  I  fundamentally  disagree  with, 
and  that  is  that  we  cannot  begin  to  deal  with  Medicare  and  Medic- 
aid absent  system  reform.  There  is  no  other  big  buyer  in  the  sys- 
tem that  believes  that. 

My  observation  is  that  virtually  every  other  big  buyer  in  the  sys- 
tem is  having  health  care  that  is  either  stable  or,  sometimes,  going 
down  in  cost.  My  Federal  group  rate  went  up  1  percent  for  next 
year.  In  our  State,  several  of  the  suppliers  of  small  group  insurance 
had  rates  going  down  next  year.  So  the  pattern  that  is  emerging 
is  substantially  different,  and  we  fundamentals  have  to  deal  with 
how  we  make  this  system  provide  quality  health  care  at  lower  cost 
and  we  are  going  to  need  your  judgment  on  it,  or  else,  simply  ideol- 
ogy will  run  away  and  do  lots  of  crazy  things  with  the  system. 

I,  frankly,  question  the  need  and  the  wisdom  of  keeping  part  A 
and  part  B  separate  anymore.  It  seems  to  me  that  they  need  to  be 
coordinated  benefits,  in  some  fashion,  and  that  the  distinctions 
have  become  increasingly  blurred. 

I  really  think  we  also  should  take  a  look  at  the  system  where  we, 
as  I  understand  it,  when  we  bid,  the  administrators  of  part  A  and 
B  sometimes  are  separate  within  the  same  geographic  area.  We  are 
really  bidding  for  lowest  cost  in  handling  paperwork.  I  really  don't 
like  seeing  moving  anything  out  of  discretionary  spending  caps  that 
were  there.  I  think  maybe  administration  of  the  funds  should  come 
from  the  trust  fund.  I  think  we  need  to  seriously  look  at  whether 
spending  some  more  money  on  administration  of  the  health  care 
would  not  actually  produce  savings  to  the  total  trust  fund. 

I  hope,  as  you  look  at  this  system,  that  you  look  at  the  variations 
in  reimbursement  rates,  since  profound  differences  exist  around  the 
country.  I  happen  to  be  in  one  of  the  States  which  has  a  very  low 
reimbursement  rate.  I  don't  think  that  reflects  the  quality  of  our 
health  care.  It  doesn't  reflect  the  wage  base.  Other  urban  areas 
don't  have  wages  twice  ours.  We  think  we  provide  quality  here  in 
an  efficient  fashion,  but,  clearly,  there  are  major  inequities  in  those 
reimbursement  rates  in  Medicare. 

I  would  hope  you  would  even  look  some  at  the  distribution  for- 
mulas of  Medicaid.  If  we  are  serious,  we  have  to  look  at  that.  We 
have  an  income-weighted  system  that  looks  at  nothing  other  than 


personal  income.  Some  States  clearly  have  resources  that  are  not 
income-related,  and  it  is  clearly  skewed  to  the  advantage  of  some 
States  in  a  30-year-old  formula.  We  toughened  up  disproportionate 
share  in  Medicaid  last  year.  Again,  there  are  major  distortions  in 
where  those  dollars  flow.  Those  are  all  issues  we  have  to  look  at, 
including  how  we  let  people  move  more  into  managed  care,  if  they 
want  to  get  there. 

I  don't  want  particular  responses  today,  but  I  would  just  urge  the 
administration  to  be  looking  at  a  variety  of  options  very  seriously. 
Sometime,  someday  before  this  session  is  over,  we  have  to  move 
from  the  ideological  path  we  are  on  now  or,  I  think,  it  is  going  to 
destroy  millions  of  American  people.  We  will  need  to  move  into 
pragmatic  solutions,  both  on  how  we  deal  with  health  care  in  this 
country,  through  Medicare  and  Medicaid,  but  also  deal  with  our 
budget  problems.  That  time  isn't  going  to  be  in  the  next  month  or 
two,  but  come  September,  I  hope  you  are  ready. 

Secretary  Shalala.  Thank  you.  I  appreciate  your  thoughtful 
comments.  Let  me  just  quickly  reply  to  a  couple  of  the  points. 

First,  on  the  issue  of  the  Federal  system,  which  is  full  of  healthy 
Members  of  Congress  and  their  staffs,  in  terms  of  the  growth  of 
that  system,  the  point  that  I  just  made  earlier,  probably  before  you 
came  in,  was  that  the  per  capita  growth  rate  comparisons  between 
the  public  and  the  private  systems  are  about  the  same  now. 

The  difference  is  that  the  public  system  does  have  an  increase  in 
the  number  of  people,  while  the  private  system,  which  has  been  re- 
organized, does  not  have  a  huge  growth  in  the  number  of  people. 
The  public  system  also  has,  increasingly,  disabled  and,  of  course, 
has  a  sicker  population,  because  it  takes  care  of  the  elderly.  Even 
then,  the  costs  between  the  public  and  the  private  system  per  cap- 
ita are  not  substantially  different. 

But  on  your  fundamental  point,  and  that  is,  what  are  we  going 
to  do  with  the  Medicare  program  in  terms  of  containing  costs  and 
the  relationship  between  that  and  the  private  sector,  our  point  has 
always  been,  Congressman  Sabo,  that  if  we  slash  the  public  sys- 
tem, we  will  cost  shift  to  the  private  system,  and,  therefore,  we 
have  to  deal  with  both  at  the  same  time. 

The  second  point,  I  think,  that  we  have  continually  made  is  that 
we  are  pragmatic  and,  in  fact,  the  problem  that  Minneapolis  has 
is  that  the  current  payment  method  for  HMO's  is  based  on  fee-for- 
service.  The  Minneapolis-St.  Paul  health  care  providers  are  quite 
efficient.  They  have  squeezed  a  lot  of  the  fat  out  of  the  system.  The 
costs  there  are  very  different  than  south  Florida.  So  they  believe 
that  they  are  handicapped  by  lower  fee-for-service  costs,  v/hich  de- 
termine how  much  they  get  for  HMO's. 

We  have  proposed  and  we  would  like  to  get  out  as  quickly  as  pos- 
sible into  a  demonstration,  to  go  to  competition  for  the  pricing  of 
the  HMO's  as  opposed  to  relying  on  fee-for-service.  That  has  been 
suggested,  as  you  well  know,  not  by  anyone  of  any  particular  ideol- 
ogy. Both  conservative  and  liberal  economists  have  suggested  that 
that  is  the  way  that  we  should  go  in  HMO's. 

We  are  not  only  prepared  to  move  that  way,  but  we  are  also  in 
the  process  of  designing  a  PPO  option  to  see  whether  we  could  both 
increase  the  choices  and  do  some  things  that  would  help  hold  down 
our  costs. 
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Mr.  Sabo.  Excuse  me.  Let  me  just  suggest,  in  the  public-private 
comparison,  I  think  your  10-year  numbers  are  accurate.  The  pri- 
vate sector  is  moving  very  quickly  to  fundamental  change  in  how 
most  of  them  organize  and  deliver  health  care.  The  1-  and  2-year 
numbers  are  different  than  the  10-year  numbers.  Our  system  is 
really  a  30-year-old  system,  and  those  changes  are  occurring. 

When  some  of  the  folks  came  to  my  office  most  recently  who  have 
traditionally  argued  cost  shifting,  my  first  question  to  them,  before 
they  could  say  anything,  was  asking  them  how  much  they  were 
cost  shifting  to  us.  It  is  changing  dramatically  and  I  think  we  need 
to  deal  with  that  reality. 

Secretary  Shalala.  I  think  those  are  fair  points.  I  think  that  we 
also  need  to  look  at  the  industries  that  are  telling  us  what  they 
have  done  in  terms  of  holding  down  costs.  They  have  done  a  very 
good  job.  We  have  had  them  in  recently  to  talk  about  the  pricing 
of  HMO's,  for  example. 

But  to  be  fair  to  us,  industry  itself  has  reorganized.  Look  at  IBM 
today  in  terms  of  who  is  left  in  the  company  and  who  they  are  pro- 
viding health  care  for  versus  IBM  10  years  ago.  They  have  a  much 
younger  crowd.  Look  at  the  number  of  people  that  no  longer  have 
health  care  in  their  company  because  their  employers  have  dropped 
it. 

So,  the  private  sector,  I  would  suggest,  is  very  different.  Large 
companies  who  can  get  these  discounts  have  done  much  better  in 
terms  of  bringing  down  their  health  care  costs  than  small  compa- 
nies that  still  are  paying  very  high  administrative  costs  for  bujdng 
health  care  for  individuals. 

So,  we  still  have  problems  out  there.  I  am  not  suggesting  that 
the  private  sector  hasn't  done  a  good  job.  In  fact,  they  have  learned 
from  our  payment  schemes,  I  would  argue.  I  am  simply  suggesting 
that  even  the  CBO  sees  these  numbers  as  pretty  close  when  they 
aggregate  the  private  sector.  I  am  also  arguing  that  our  population 
is  older  and  sicker,  and  if  we  are  doing  almost  as  well  as  the  pri- 
vate sector  is,  that  means  we  are  doing  a  pretty  good  job. 

I  am  certainly  not  objecting  to  your  point  about  administrative 
costs,  though  I  am  sure  0MB  would  like  me  to,  in  terms  of  what 
would  happen  if  we  had  a  little  bit  more  resources  in  terms  of  our 
ability  to  try  different  things  in  managed  care.  We  run  the  largest 
health  care  system  in  this  country  with  3  percent,  under  3  percent, 
administrative  costs.  The  private  sector,  the  big  companies  run  at 
about  5  percent.  I  think  the  insurance  companies,  probably  for 
those  smaller  people  that  are  just  buying  their  insurance,  are  up 
to  20  or  something  like  that. 

We  are  doing  a  pretty  good  job  in  terms  of  administrative  costs. 
Everybody,  including  I  am  sure  Bruce  Vladeck,  would  like  a  little 
more  money  because  he  has  some  things  that  he  could  do.  I  think 
you  will  like  the  kind  of  proposal  that  I  intend  to  come  in  with  in 
terms  of  waste,  fraud,  and  abuse,  which  will  also  have  an  impact, 
we  think,  in  the  long  run  on  our  costs. 

Medicaid  is  a  whole  different  ballgame  in  terms  of  what  is  hap- 
pening to  those  costs  and  what  is  happening  out  there  in  the  field. 
Our  differences  with  CBO  have  a  lot  to  do  with  the  fact  that  they 
are  using  as  a  model  and  we  are  actually  talking  to  the  States,  be- 
cause the  States  are  slowing  down,  we  believe,  more  than  CBO 
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does  in  terms  of  their  own  willingness  to  expand  Medicaid,  and 
they  are  bringing  more  discipline  to  cost  containment  at  the  State 
level. 

Mr.  HOBSON.  Representative  Largent  is  recognized  for  5  minutes. 
Mr.  Largent.  Thank  you,  Mr.  Chairman. 

Secretary  Shalala,  I  have  three  different  questions  and  I  am  just 
going  to  pop  them  out  there  to  you  and  not  use  a  lot  of  time  ex- 
plaining them. 

Secretary  Shalala.  I  will  try  to  pop  them  back. 

Mr.  Largent.  The  first  thing  is,  in  your  testimony,  you  talk 
about  protecting  taxpayer  dollars  with  your  budget.  The  next  para- 
graph says  that  your  budget  for  entitlements  increases  8  percent, 
your  discretionary  spending  budget  increases  4  percent,  and  then 
the  next  line  says,  "In  our  1996  budget,  we  were  determined  to  cut 
discretionary  spending,  which  is  increasing  4  percent."  I  would  like 
you  to  respond.  That  doesn't  figure,  in  my  mind.  That  is  not  a  cut. 

Secondly,  we  talked  about  fraud  and  abuse.  I  am  curious  how 
much  HCFA  figures  they  will  save  as  a  result  of  the  work  that  they 
did  on  the  durable  medical  equipment  fraud  and  abuse  that  you  ad- 
dressed. We  have  talked  with  two  former  directors  of  HCFA  that 
talk  about  the  fraud  and  abuse  figure  actually  being  in  the  tens  of 
billions  of  dollars  that  still  exist,  beyond  the  DME's  that  you  men- 
tioned earlier. 

And  then  finally,  and  these  are  pretty  diverse  questions,  here, 
what  is  HCFA  doing?  I  guess  it  has  been  mandated  by  Congress 
to  do  a  better  job  of  marketing  and  promoting  the  growth  in  HMO's 
and  Medicare.  What  is  HCFA  currently  doing  to  make  that  hap- 
pen? 

Secretary  Shalala.  Let  me  answer  the  first  question  last.  On  the 
durable  medical  equipment,  I  am  not  sure  I  have  the  number  with 
me,  but  our  inspector  general  testified  this  morning  on  the  fact 
that  we  are  moving  to  four  reimbursement  companies  instead  of, 
I  think  it  was  11  or  a  large  number  that  we  had  before,  so  that 
we  couldn't  be  gamed  any  longer.  The  bills  have  to  be  submitted 
in  the  region  in  which  the  expenditure  was  made. 

I  think  she  had  a  savings  estimate.  I  am  pretty  sure  she  did.  I 
read  her  testimony  last  night.  She  had  an  estimate  of  the  amount, 
and  I  will  provide  it  for  the  record. 

[The  information  of  Ms.  Shalala  follows:] 

OIG  Testimony  Estimating  Savings  That  Result  From  the  Work  HCFA  Did  on 

DME  Fraud 

This  OIG  testimony  is  attached  (Attachment  A);  it  does  not  contain  total  DME 
savings  estimates.  The  OIG  gave  examples  of  fraudulent  or  excessive  claims  in  both 
home  health  agencies  and  nursing  homes  and  noted  the  dramatic  increases  in  home 
health  expenditures,  not  necessarily  related  to  DME.  The  OIG  also  said  that  al- 
though the  statute  requires  DME  services  provided  in  a  nursing  home  to  be  billed 
under  part  A,  in  1992  more  than  $10  million  was  incorrectly  billed  to  Park  B  for 
DME  provided  to  Medicare  beneficiaries  in  nursing  homes. 

HCFA  has  no  accurate  estimate  of  how  much  fraud  and  abuse  exists  within  the 
Medicare  program. 

With  the  consolidation  of  DMERC's  from  32  carriers  to  4,  HCFA  has  been  able 
to  pursue  more  aggressively  specific  medical  equipment  claims  abuses  where  experi- 
ence has  shown  they  are  most  likely  to  exist. 

Claims  for  surgical  dressings,  TENS,  and  hospital  beds  in  the  home  have  de- 
creased dramatic^ly  since  we  have  begun  to  screen  these  specifically. 
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New  efforts  to  combat  fraud  and  abuse  with  State  agencies,  other  Federal  agen- 
cies, and  our  contractors  have  resulted  in  recoupment  of  wrongfully  claimed  Medi- 
care funds. 

Attachment  A:  Testimony  of  June  Gibbs  Brown,  Inspector  General,  Depart- 
ment OF  Health  and  Human  Services,  Before  the  Subcommittee  on  Human 
Resources  and  Intergovernmental  Relations,  March  22,  1995 

Good  morning,  my  name  is  June  Gibbs  Brown,  and  I  am  the  inspector  general, 
U.S.  Department  of  Health  and  Human  Services.  I  am  pleased  to  be  here  today  to 
discuss  issues  relating  to  the  Medicare  and  Medicaid  programs. 

As  requested  by  the  subcommittee,  I  will  focus  my  testimony  this  morning  on 
three  areas  where  the  OIG  has  serious  concerns  regarding  the  prevalence  of  fraud, 
waste,  and  abuse  and  where  we  plan  on  devoting  significant  audit,  investigative, 
and  evaluation  resources.  These  areas  are:  (1)  home  health,  (2)  nursing  homes,  and 
(3)  durable  medical  equipment.  In  addition,  I  will  discuss  our  activities  related  to 
the  growing  area  of  managed  care  as  well  as  some  additional  options  which  could 
be  taken  to  improve  the  efficiency  of  the  Medicare  and  Medicaid  programs  and  to 
enhance  the  financial  viability  of  tiie  Medicare  trust  funds. 

E^TRODUCTION 

Created  in  1976,  the  OIG  is  statutorily  charged  with  protecting  the  integrity  of 
departmental  orograms,  as  well  as  promoting  their  economy,  eflEiciency,  and  effec- 
tiveness. The  OIG  meets  this  challenge  through  a  comprehensive  program  of  audits, 
program  evaluations,  and  investigations  designed  to  improve  the  management  of  the 
Department  and  to  protect  its  programs  and  beneficiaries  from  fraud,  waste,  and 
abuse.  Our  role  is  to  detect  and  prevent  fraud  and  abuse  and  to  ensure  that  bene- 
ficiaries receive  high  quality,  necessary  services,  at  appropriate  payment  levels. 

Within  the  Department,  the  OIG  is  an  independent  organization,  reporting  to  the 
Secretary  and  communicating  directly  with  the  Congress  on  significant  matters.  We 
carry  out  our  mission  througn  a  field  structure  of  8  regions  and  more  than  60  field 
offices  and  with  a  staff  of  over  1,200  auditors,  evaluators,  and  investigators. 

In  fiscal  year  1994,  we  were  responsible  for  1,169  successful  criminal  prosecutions 
and  1,334  administrative  sanctions  against  individuals  or  entities  that  defrauded  or 
abused  the  Department's  programs  and/or  beneficiaries.  Last  year,  the  OIG  also 

fenerated  savings,  fines,  restitutions,  penalties,  and  receivables  of  over  $8  billion, 
'his  represents  $80  in  savings  for  each  Federal  dollar  invested  in  our  office,  or  $6.4 
million  in  savings  per  OIG  employee. 

The  Medicare  program  is  administered  by  the  Health  Care  Financing  Administra- 
tion [HCFA].  Medicare  Part  A  covers  hospitel  and  other  institutional  care  for  ap- 
proximately 37  million  persons  age  65  or  older  and  for  certain  disabled  persons.  Fis- 
cal year  1995  expenditures  for  part  A  are  estimated  at  $110  billion.  Miedicare  Part 
B,  which  covers  most  of  the  costs  of  medically  necessary  physician  and  other 
noninstitutional  services,  has  estimated  fiscal  year  1995  expenoitures  of  $64  billion. 
At  $177  billion,  fiscal  year  1995  Medicare  expenditures  will  have  increased  9  per- 
cent over  the  fiscal  year  1994  level. 

The  Medicaid  program  provides  grants  to  States  for  medical  care  for  approxi- 
mately 36  million  low-income  people.  Medicaid  outlays  have  risen  at  a  dramatic 
pace,  causing  Medicaid  spending  to  become  the  fastest  rising  portion  of  both  the 
Federal  and  State  budgets.  Federal  Medicaid  spending  is  expected  to  reach  $88  bil- 
lion this  year,  an  increase  of  7.8  percent  over  the  previous  year.  Eligibility  for  the 
Medicaid  program  is,  in  general,  based  on  a  person's  eligibility  for  cash  assistance 
programs,  typically  Aid  to  Families  with  Dependent  Children  or  Supplemental  Secu- 
rity Income.  The  Federal  grant  is  open-ended,  paying  from  50  to  83  percent  of  the 
State's  Medicaid  expenditures,  based  on  a  calculation  of  the  Stete's  relative  wealth. 

HCFA  administers  the  Medicare  and  Medicaid  programs.  The  HCFA  contracts 
with  private  insurance  companies  to  process  Medicare  claims  and  to  perform  pay- 
ment safeguard  functions:  43  fiscal  intermediaries  make  payments  under  part  A  and 
part  B;  34  carriers  make  payments  under  part  B;  and  4  specialty  contractors  make 
payments  for  medical  eqmpment  and  supplies  paid  under  part  B.  These  contractors 
operate  at  62  sites  across  the  country. 

Over  the  years,  HCFA  has  instituted  many  si^ficant  reforms  to  the  Medicare 
program  to  control  costs.  Payment  reforms  have  included  implementation  of  a  pro- 
spective payment  system  [PPS]  for  inpatient  hospitel  services  and  a  resource-based 
fee  schedule  for  physician  services.  Administrative  reforms  have  included  the  re- 
gional consolidation  of  claims  processing  for  durable  medical  equipment,  prosthetics, 
orthotics,  and  supplies.  Medicare  administrative  costs  have  been  low  as  a  proportion 
of  overall  program  costs:  1  percent  of  part  A  claims  and  3.5  percent  of  part  B  claims. 
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The  implementation  of  the  Medicare  Transaction  System  [MTS]  should  further 
streamline  claim  processing  functions. 

The  OIG  and  the  State  Medicaid  fraud  control  units  [MFCLTs],  have  concurrent 
investigative  authority  in  the  Medicaid  program.  The  MFCLTs,  supported  largely — 
75  to  90  percent — ^by  Federal  dollars,  devote  approximately  1,200  personnel  to  inves- 
tigating Medicaid  fraud.  Currently,  Federal  outlays  for  operation  of  the  MFCU's  are 
approximately  $79  million.  The  units  reported  683  convictions  in  fiscal  year  1994 
with  total  recoveries  of  over  $36.6  million.  Approximately  25  percent  of  their  case- 
loads involve  patient  abuse  allegations,  for  wMch  there  is  no  monetary  recovery. 

The  HCFA  also  recognizes  the  importance  of  protecting  the  Medicare  program 
from  fraud.  A  senior  official  in  HCFA,  reporting  directly  to  the  Administrator,  is  re- 
sponsible for  coordinating  the  program's  antifraud  activities.  The  HCFA  has  also  re- 
quired that  Medicare  contractors  establish  fraud  units,  and  we  anticipate  that  these 
units  will  increase  the  number  and  quality  of  case  referrals  to  our  office. 

Nonetheless,  as  HCFA  and  we  understand,  protecting  the  Medicare  trust  fund  re- 
quires continual  vigilance.  Because  of  the  dollars  at  stake,  the  program  will  alwavs 
attract  unscrupulous  actors  who  attempt  to  take  advantage  of  loopholes  or  flout  tne 
law  altogether  in  an  attempt  to  enrich  themselves  at  the  expense  of  the  taxpayer 
and  the  Medicare  beneficiary. 

Based  on  our  investigative  work  and  ongoing  reviews  of  program  costs,  we  have 
recently  begun  major  initiatives  in  several  areas  where  we  suspect  systematic  fi-aud, 
waste  or  abuse:  home  health,  nursing  homes,  and  durable  medical  equipment.  Be- 
cause of  the  interest  and  focus  on  managed  care,  we  have  also  developed  a  oper- 
ational plan  devoted  to  that  area.  These  OIG-wide  initiatives  have  brought  the 
OIG's  investigators,  auditors,  and  evaluators  together  as  a  team,  communicating 
regularly  with  HCFA  officials,  to  conduct  a  wholesale  examination  of  these  areas. 
Let  me  discuss  our  concerns  and  activities  in  each  of  these  areas. 

HOME  HEALTH 

Under  its  part  A  services.  Medicare  pays  for  home  health  services.  Among  the 
services  beneficiaries  may  receive  under  this  benefit  are:  (1)  part-time  or  intermit- 
tent skilled  nursing  care  and  home  health  aide  services;  (2)  physical,  speech,  and 
occupational  therapy;  (3)  medical  equipment  and  supplies;  and  (4)  medical  social 
services.  These  services  must  be  provided  by  a  Medicare  certified  home  health  agen- 
cy [HHA]. 

To  receive  this  benefit.  Medicare  beneficiaries  must  be:  (1)  homebound;  (2)  in  need 
of  care  on  an  intermittent  basis;  and  (3)  under  the  care  of  a  physician  with  a  plan 
of  care  established  and  periodically  reviewed  by  a  physician.  Once  these  eligibility 
criteria  are  met,  the  benefit  is  unlimited  as  long  as  the  services  are  considered 
medically  necessary  for  the  treatment  of  a  beneficiary's  illness.  In  addition,  bene- 
ficiaries are  not  required  to  pay  any  co-insurance  or  deductibles — except  for  DME, 
which  requires  a  20  percent  copayment. 

Medicare  expenditures  for  home  health  services  have  grown  dramatically  in  re- 
cent vears.  In  fiscal  year  1990  the  Medicare  program  spent  $3.3  billion  on  home 
health.  By  1994,  4  years  later.  Medicare  was  spending  over  $12  billion — a  263-per- 
cent increase.  These  costs  are  expected  to  reach  $16  billion  this  year  and  more  than 
$22  billion  by  the  year  2000,  if  left  uncontrolled. 

During  this  same  period,  we  have  seen  increases  in  both  the  number  of  bene- 
ficiaries using  home  health  services  and  the  average  number  of  visits  per  bene- 
ficiary. The  number  of  beneficiaries  receiving  home  health  services  has  increased  72 
percent,  from  1.9  million  in  1990  to  3.3  million  in  1994.  Similarly,  the  average  num- 
ber of  visits  per  person  has  increased  from  36  in  1990  to  65  in  1994,  more  than  an 
80-percent  increase. 

Numerous  factors  have  contributed  to  the  recent  growth  in  home  health.  The 
aging  of  the  Medicare  population  and  the  development  of  complex  medical  tech- 
nologies that  can  be  provided  in  the  home  are  two  such  factors.  However,  a  signifi- 
cant program  change  in  1988  opened  the  floodgates  for  increased  expenditures  in 
the  home  health  area.  In  that  year,  HCFA  issued  revised  coverage  guidelines  that 
liberalized  coverage  of  the  home  health  benefit.  The  definition  of  the  "part-time  or 
intermittent"  requirement  was  liberalized,  and  a  reinterpretation  of  the  "confined  in 
the  home"  requirement  was  expanded  to  include  persons  who  occasionally  leave  the 
home.  These  changes  were  largely  made  to  comply  with  the  settlement  of  a  class- 
action  lawsuit,  which  alleged  that  Medicare  contractors  were  improperly  denying 
home  health  claims. 

The  OIG  has  observed  several  types  of  fraud  in  HHA  operations,  including  cost 
report  fraud,  excessive  services  or  services  not  rendered,  use  of  unlicensed  or  un- 
trained staff,  falsified  plans  of  care,  and  forged  physician  signatures  and  kickbacks. 
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Between  1990  and  1994,  OIG  investigations  led  to  25  successful  criminal  prosecu- 
tions of  HHA's  or  their  employees  and  imposed  three  civil  money  penalties.  In  1993 
and  1994  alone,  39  HHA's  or  their  employees  were  excluded  from  participating  in 
the  Medicare  or  Medicaid  programs. 

The  following  describes  some  of  the  work  that  we  have  done  in  this  area  to  date: 

We  audited  Qie  cost  report  of  one  home  health  agency  and  found  that  the  agency 
claimed  approximately  $14  million  in  unallowable  costs  during  one  cost  reporting 
year.  The  unallowable  costs  included  utility  and  maid  service  payments  for  the  own- 
er's condominium,  golf  pro  shop  expenses,  lease  payments  on  a  luxury  car  for  the 
owner's  son  at  college,  and  payment  of  cable  television  fees  for  the  owner's  mother. 
Through  cost  reports,  HHA's  can  charge  general  and  administrative  costs  to  the 
Medicare  program.  As  a  result,  the  OIG  has  proposed  to  exclude  this  entity  from 
the  Medicare,  Medicaid,  and  all  State  health  programs  for  a  period  of  7  years. 

We  recently  issued  a  final  report  of  an  audit  of  a  home  health  agency  in  Miami 
Lakes,  FL,  in  which  we  found  that  75  percent  of  the  claims  submitted  by  this  HHA 
did  not  meet  Medicare  guidelines.  Visits  were  claimed  but  not  made;  visits  were 
made  to  persons  who  were  not  considered  homebound;  visits  were  made  when  physi- 
cians denied  that  they  authorized  them;  visits  were  made  to  beneficiaries  who  did 
not  want  the  service.  We  estimate  that  of  the  $45.4  million  claimed  by  this  HHA 
in  1993,  well  over  half,  $25.9  million,  did  not  meet  reimbursement  requirements. 

We  have  issued  a  draft  report  reporting  on  our  audit  of  home  health  services  in 
Florida.  We  randomly  reviewed  HHA  claims  in  Florida  and  found  that  26  percent 
of  claims  did  not  meet  Medicare  guidelines;  8  percent  of  the  claims  were  for  visits 
to  beneficiaries  who  were  not  homebound;  13  percent  were  for  unnecessary  services; 
and  5  percent  of  the  claims  were  for  visits  that  were  either  not  docimiented,  not 
provided,  or  provided  less  frequently  than  actually  claimed.  Similar  efforts  are 
planned  in  other  regions  where  our  investigative  work,  and  leads  from  HCFA,  indi- 
cate that  specific  problems  exist. 

We  have  issued  a  draft  report  discussing  the  physician's  role  in  home  health  care. 
This  is  an  important  area,  since  we  know  that  many  inappropriately  paid  claims — 
such  as  those  we  found  in  Florida — could  have  been  prevented  with  more  physician 
involvement.  We  conducted  interviews  with  physicians  and  home  health  agencies 
across  the  country,  and  reviewed  Medicare  claims  data  for  beneficiaries  associated 
with  the  physicians  we  interviewed.  We  found  that  physicians  generally  have  a  rela- 
tionship with  patients  for  whom  they  sign  plans  of  care.  The  physicians  we  inter- 
viewed report  initiating  referrals  for  home  care,  and  report  that  they  do  review  the 
plans  of  care  they  sign.  But  it  was  also  clear  from  our  interviews  that  physicians 
are  most  involved  with  patients  with  complex  medical  problems,  and  feel  less  need 
to  involve  themselves  with  patients  with  chronic,  but  less  complex,  conditions.  It's 
also  important  to  recognize  that  physicians  don't  make  home  visits  themselves,  and 
they  don't  directly  manage  the  care  the  patient  receives  from  the  HHA. 

We  will  issue  a  final  report  shortly  which  provides  information  about  how  non- 
Medicare  payers  structure  and  manage  their  home  health  benefit.  We  found  that 
the  primary  difference  between  Medicare  and  other  payers  is  not  the  benefit  pack- 
ages they  offer,  but  the  way  they  attempt  to  control  home  health  costs.  Other  payers 
are  more  involved  in  assessing  how  their  beneficiaries  might  benefit  from  home 
health  care,  and  use  case  managers  to  ensure  that  beneficiaries  are  properly  se- 
lected, care  is  properly  provided,  and  utilization  and  progress  monitored.  Unlike 
Medicare,  beneficiaries  are  assessed  copayments  and  told  what  the  insurer  has  paid 
the  HHA  on  their  behalf  Other  health  plans  oflen  set  limits  on  the  benefit — capping 
the  number  of  visits  that  can  be  made  over  a  specified  period,  for  example. 
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Home  Health-  Rapid  Growth  of  Medicare  Expenditures 
Billions 
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nursing  homes 


Let  me  now  turn  to  the  issue  of  nursing  homes.  Our  concerns  regarding  nursing 
homes  fall  into  two  primary  categories:  (1)  fragmentation  of  responsibility  and  ac- 
countability and  (2)  transfers  of  assets  to  qualify  for  Medicaid. 

Medicare  pays  for  services  delivered  to  beneficiaries  in  nursing  homes  under  both 
part  A  and  part  B  of  the  program.  First,  Medicare  covers  100  days  of  extended  care 
services  for  qualified  beneficiaries  in  a  Medicare  participating  skilled  nursing  facil- 
ity [SNF].  This  benefit  was  designed  to  reduce  the  length  of  stay  in  acute  care  hos- 
pitals and  transition  beneficiaries  to  their  homes  or  to  custodial  care  facilities.  To 
qualify  for  the  benefit  the  patient  must  have  spent  at  least  3  consecutive  days  in 
a  hospital,  and  require  daily  skilled  nursing  care  or  skilled  rehabilitation  services. 
In  1993,  Medicare  spent  over  $5  billion  for  SNF  stays,  under  part  A  of  the  program 
for  more  than  728,000  beneficiaries. 

But  Medicare  Part  B  also  comes  into  play,  regardless  of  who  pays  for  the  stay 
in  the  nursing  home  itself.  In  1992,  we  estimate  that  Medicare  Part  B  allowed  ap- 
proximately $4  bilUon  for  services  delivered  to  2.1  million  beneficiaries  in  nursing 
homes.  Services  that  can  be  billed  under  part  B  for  such  patients  include  physician 
services,  laboratory  services,  radiology  services,  ambulance,  and  medical  equipment 
and  suppUes. 

State  Medicaid  programs  are  required  to  cover  nursing  facility  costs  for  eligible 
individuals  over  the  age  of  21.  Approximately  2  miUion  Medicaid  recipients  receive 
nursing  facility  coverage  at  a  combined  Federal  and  State  cost  of  $25  billion.  This 
represents  approximately  24  percent  of  all  Medicaid  expenditures. 
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FRAGMENTATION  OF  RESPONSIBILITY  AND  ACCOUNTABILITY 

We  are  concerned  about  the  provision  of  services  and  equipment  to  beneficiaries 
in  nursing  homes  because  no  single  indi''/idual  or  institution  is  held  responsible  by 
Medicare  for  managing  the  beneficiary's  care  while  in  a  nursing  home  and  ensuring 
that  only  needed  services  are  delivered  to  the  patient.  Indeed,  the  incentives  run 
in  quite  the  opposite  direction.  A  provider  who  offers  therapy  services  to  residents 
of  nursing  homes  gains  a  market  for  his  or  her  services;  the  patient  may  be  happy 
to  receive  services  of  any  kind,  with  any  possibility  that  it  might  help  tiiem  meai- 
cally  or  socially;  and  the  nursing  home's  own  staff  is  relieved  of  caring  for  the  pa- 
tient during  the  time  the  provider  is  delivering  services  to  the  patient.  Likewise, 
suppliers  may  deliver  unneeded  supplies  to  nursing  homes  for  beneficiaries,  but  the 
nursing  home  has  little  incentive — except  for  limited  storage  space — ^to  turn  supplies 
away. 

We  are  also  concerned  that  there  is  cost  shifting  between  part  A  and  part  B  of 
the  Medicare  program  in  the  provision  of  SNF  services.  The  HCFA  determines  the 
daily  rate  it  will  pay  for  care  in  a  SNF.  This  rate  is  calculated  to  include  multiple 
services  including  room  and  board,  nursing  care,  rehabilitation  services,  and  other 
routine  SNF  services.  For  some  services,  SNF's  can  bill  Medicare  Part  A  on  the  cost 
report  or  bill  Medicare  Part  B  separately.  As  a  result  we  have  found: 

In  excess  of  $10  million  was  incorrectly  billed  to  part  B  for  durable  medical  equip- 
ment provided  to  Medicare  beneficiaries  in  SNF's  in  1992.  The  statute  requires  that 
DME  oe  billed  under  part  A,  and  we  recommended  that  HCFA  correct  the  system 
to  prevent  such  pajonents  and  HCFA  agreed. 

Roughly  $57  million  in  total  enteral  nutrition  charges  were  allowed  in  both  1991 
and  1992  under  part  B  when  much  of  those  costs  should  have  been  billed  to  part 
A.  It  is  clear  that  under  part  A,  patients'  dietary  needs  should  be  covered  by  the 
SNF  daily  rate.  Enteral  nutrition  is  a  liquid  dietary  substitute  for  patients  who  can- 
not survive  on  oral  feedings. 

As  much  as  $55  million  in  1992  was  charged  to  part  B  for  rehabilitation  therapy. 
Rather  than  the  SNF  providing  the  ancillary  services  and  charging  them  to  the  part 
A  program,  third-party  providers  billed  the  therapy  as  part  B  services. 

As  much  as  $44  million  in  1992  was  paid  under  part  B  for  surgical  dressings,  in- 
continence supplies,  braces,  catheters,  and  similar  items. 

Savings  could  result  if  these  items  were  purchased  by  the  nursing  home,  acting 
as  a  prudent  purchaser  and  taking  advantage  of  discounts,  rather  than  being  billea 
to  part  B  and  reimbursed  under  fee  schedules.  We  will  issue  a  report  shortly  on  the 
issue  of  cost-shifting,  and  further  work  on  pricing  of  products  under  part  A  and  part 
B  will  help  determine  the  amount  of  savings  possible  by  eliminating  separate  pay- 
ment under  part  B. 

We  also  note  that  when  services  are  billed  under  part  B,  the  beneficiary  is  liable 
for  co-insurance  and  deductibles.  In  1992,  beneficiaries  whose  stays  in  SrTF's  were 
covered  by  Medicare  paid  up  to  $99  million  as  their  co-insurance  and  deductibles 
for  therapy,  nutrition,  and  medical  supplies  and  equipment  billed  under  part  B. 

The  HCFA  shares  our  concerns  about  fragmentation  of  billing  for  services  deliv- 
ered to  Medicare  beneficiaries  in  nursing  homes  and  is  working  on  possible  solu- 
tions. One  option  would  be  a  statutory  "rebundling"  provision  for  SNF's,  similar  to 
that  for  hospitals.  Such  an  approach  would  also  support  work  to  establish  a  prospec- 
tive pa5rment  system  for  beneuciaries  in  SNF's. 

TRANSFERS  OF  ASSETS 

One  issue  regarding  Medicaid  payment  for  nursing  home  stays  involves  wealthy 
individuals  divesting  themselves  of  assets  in  order  to  appear  poor  and  meet  eligi- 
bility criteria.  To  address  this  concern,  the  Congress  has  passed  numerous  reforms. 
We  are  currently  in  the  process  of  reviewing  State  Medicaid  recovery  programs 
which  were  mandated  by  the  Omnibus  Budget  Reconciliation  Act  of  1993  [OBRA 
'931. 

While  many  States  had  programs  prior  to  passage  of  OBRA  '93,  our  survey  found 
that  27  States  currently  have  estate  recovery  programs.  We  found  that  mature  re- 
covery programs  are  generally  successful  and  cost-effective  and  that  existing  pro- 
grams provide  lessons  on  operational  challenges.  Our  work  builds  on  a  1988  report 
issued  Dy  our  office  in  which  we  found  that  State  Medicaid  programs  had  not  taken 
full  advantage  of  transfers  of  Medicaid  beneficiaries'  assets,  liens,  and  estate  recov- 
eries to  pay  for  long-term  care  services. 

In  October  1994,  we  issued  a  report  on  how  Medicaid  and  Supplemental  Security 
Income  recipients  use  trusts  to  shelter  assets.  We  found  that  nationally,  the  use  of 
trusts  was  growing  and  there  was  a  significant  impact  on  Medicaid  recovering  pro- 
gram costs.  While  OBRA  '93  closed  some  loopholes  involving  the  use  of  trusts,  the 
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statute  contains  exceptions  for  disabled  SSI  recipients  which  may  prevent  Medicaid 
from  recovering  its  expenses.  We  believe  that  there  are  three  areas  where  abuses 
may  continue:  (1)  trust  funds  of  disabled  individuals  could  be  spent  so  that  the  as- 
sets are  depleted;  (2)  trust  funds  could  be  retained  by  the  trusts  upon  the  deaths 
of  recipients,  and  (3)  States  may  not  have  appropriate  laws  specifically  dealing  with 
recoveries  from  trusts.  We  believe  that  corrective  action  should  be  taken  to  close 
these  loopholes. 

MEDICAL  EQUIPMENT  AND  SUPPLIES 

We  continue  to  focus  on  medical  equipment  and  supplies,  as  we  have  in  the  past, 
but  in  closer  partnership  with  HCFA  and  the  newly  established  DME  regional  car- 
riers [DMERC's].  Our  investigative  activity  continues  to  disproportionately— based 
on  program  ejcpenditures — fall  into  this  category  of  service.  Between  1990  and  1994, 
our  investigations  led  to  131  successful  criminal  prosecutions  of  DME  suppliers  or 
their  employees.  During  the  same  period,  we  imposed  38  civil  money  penalties.  In 
the  last  2  years  alone,  we  excluded  114  DME  companies  or  their  employees  from 
the  Medicare  and  Medicaid  programs. 

We  often  take  a  close,  hard  look  at  specific  items  of  equipment  or  supplies  when 
we  see  a  significant  increase  in  payments  over  a  short  period  of  time.  In  absence 
of  coverage  or  coding  changes,  or  new  medical  information  about  the  proper  use  and 
application  of  technology,  such  increases  have  often  been  an  indication  of  fraud  or 
inappropriate  billings. 

For  example,  payments  for  orthotic  body  jackets — customized,  rigid  devices  in- 
tended to  hold  patients  immobile  and  treat  patients  with  muscular  and  spinal  condi- 
tions—went from  $217,000  in  1990  to  $18  million  in  1992.  We  estimated  that  95 
percent  of  those  payments  were  for  devices  more  properly  categorized  as  seat  cush- 
ions rather  than  body  jackets.  As  HCFA  has  moved  to  process  such  claims  by  spe- 
cialty carriers,  such  problems  are  easier  to  spot  and  address.  In  fact,  by  the  time 
we  issued  our  findings  on  orthotic  body  jackets,  payments  were  already  on  a  down- 
ward trend  because  of  this  change. 

mCONTINENCE  SUPPLIES 

Incontinence  supplies  are  supplies  used  for  individuals  who  have  bladder  or  bowel 
control  problems.  The  Medicare  program  covers  these  supplies  when  incontinence  is 
of  long  and  indefinite  duration.  Incontinence  supplies  include  catheters  and  external 
collection  devices  such  as  pouches  or  cups.  Catheters  are  flexible,  tubular  instru- 
ments used  to  control  urinary  flow.  The  HCFA  will  also  reimburse  for  accessories 
that  aid  in  the  effective  use  of  such  devices,  such  as  drainage  bags,  irrigation  sy- 
ringes, sterile  saline  solutions,  and  lubricants.  However,  certain  items,  such  as  ab- 
sorbent undergarments  or  diapers,  are  specifically  excluded  from  Medicare  coverage. 

Medicare  allowances  for  incontinence  supplies  more  than  doubled  in  3  years  de- 
spite a  drop  in  the  number  of  beneficiaries  using  these  supplies.  The  amount  al- 
lowed for  incontinence  supplies  rose  from  $88  million  in  1990  to  $230  million  in 
1993,  an  increase  of  $142  million.  During  the  same  period,  the  number  of  bene- 
ficiaries receiving  incontinence  supplies  fell  from  312,000  to  293,000,  causing  the  al- 
lowance per  beneficiary  to  increase  from  $282  to  $786,  a  179-percent  increase. 

Most  of  these  payments  were  concentrated  in  one  carrier  and  a  small  number  of 
suppliers  and  beneficiaries.  We  believe  that  questionable  billing  practices  may  ac- 
count for  almost  half  of  incontinence  allowances  in  1993.  Approximately  $88  million 
was  allowed  for  accessories  that  were  not  billed  along  with  a  catheter,  indicating 
that  coverage  guidelines  were  not  met.  Another  $19  million  in  allowances  were 
made  for  beneficiaries  who  appeared  to  receive  more  supplies  than  necessary. 

Information  from  nursing  homes  indicates  that  suppliers  engage  in  questionable 
marketing  practices  to  increase  their  business  in  incontinence  supplies;  24  percent 
of  nursing  homes  have  reported  that  supplier  representatives  decided  the  nimiber 
of  supplies  to  be  delivered  in  a  given  month  to  beneficiaries.  In  addition,  nursing 
homes  have  reported  other  practices  by  suppliers  such  as  the  routine  waiving  of 
beneficiary  co-insurance  payments  as  well  as  offers  of  inducements  in  exchange  for 
allowing  suppliers  to  provide  incontinence  supplies  to  patients. 

Nursing  homes  have  told  us  that  some  suppliers  present  them  with  false  or  mis- 
leading information — 22  percent  of  nursing  homes  received  false  information  from 
suppliers  stating  that  Medicare  is  introducing  "new  broader  coverage"  for  inconti- 
nence supplies:  1  out  of  10  nursing  homes  has  been  misinformed  by  a  suppHer  that 
Medicare  will  cover  other  routine  incontinence  supplies  such  as  absorbent  undergar- 
ments if  syringes,  sterile  solutions,  and  lubricants  are  purchased. 
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As  a  result  of  our  concerns  regarding  incontinence  supplies,  we  have  launched  a 
major  national  investigation  into  tiie  marketing  and  billing  of  these  supplies  to  Med- 
icare beneficiaries  in  nursing  homes. 

MANAGED  CARE 

Given  the  growing  interest  and  support  for  managed  care  programs,  it  is  critical 
that  these  programs  are  well  managed,  financial  and  programmatic  integrities  are 
assured,  tax  dollars  are  protected  from  fraud  and  abuse,  and  quality  of  care  as  well 
as  access  to  care  is  maintained.  Therefore,  we  plan  to  undertake  a  number  of  re- 
views to  address  issues  involving  program  integrity,  quality  and  access  to  care,  rate- 
setting,  accuracy  of  payments,  and  financial  integrity. 

Managed  care's  emphasis  on  preventative  and  primary  care  is  cost  effective  and 
much  less  expensive  than  a  reliance  on  emergency  health  services.  Last  year,  Medic- 
aid had  a  63-percent  increase  in  the  number  of  beneficiaries  enrolled  in  managed 
care  plans — from  4.8  million  to  7.8  million.  There  was  also  a  16-percent  increase  in 
Medicare  managed  care  enrollment — from  about  2.7  million  to  3.1  million. 

We  have  been  involved  in  the  managed  care  area  for  many  years:  10  years  ago, 
we  investigated  allegations  of  impropriety  in  a  Florida  HMO.  Today,  our  concerns, 
as  well  as  those  of  HCFA  program  officials  and  many  others,  extend  to  such  issues 
as  (1)  the  adequacy  of  beneficiary  protections  within  managed  care  arrangements, 
and  the  quality  of  care  beneficiaries  receive;  (2)  the  validity  of  payment  methods; 
and  (3)  the  financial  viability  of  managed  care  plans.  For  example: 

We  just  completed  a  study  on  the  experiences  of  Medicare  beneficiaries  who  had 
enrolled  in  risk  based  HMO's.  We  found  that  beneficiaries  indicated  that  risk 
HMO's  provide  adequate  service  access  for  most  beneficiaries  who  have  joined  and 
that  risk  HMO's  generally  adhere  to  Federal  enrollment  standards  for  informing 
beneficiaries  about  application  procedures,  lock-in,  and  prior  approval  for  specialty 
care.  However,  we  also  reported  that  compliance  with  Federal  enrollment  standards 
for  health  screening  and  informing  beneficiaries  of  their  appeal  rights  appeared  to 
be  problematic. 

We  have  been  working  with  HCFA  on  ensuring  that  Medicare  payments  to  HMO's 
are  correct.  We  have  completed  several  reviews  that  have  identified  overpayments 
to  HMO's  for  beneficiaries  improperly  classified  as  being  in  an  institution,  eligible 
for  both  Medicare  and  Medicaid,  or  having  end  stage  renal  disease.  Medicare  in- 
creases its  capitation  payments  for  these  individuals. 

Our  reviews  of  Medicaid  HMO's  indicate  that  rates  may  be  set  too  high.  When 
determining  capitation  rates,  the  Medicaid  agency  should  consider  the  level  and  rea- 
sonableness of  profits  earned  under  the  managed  care  contract,  the  amount  of  funds 
expended  for  medical  care,  and  the  impact  of  related  party  transactions. 

IMPROVING  PROGRAM  EFFICIENCY 

The  1995  edition  of  the  "Office  of  Inspector  General  Cost-Saver  Handbook,"  also 
known  as  the  Red  Book,  contains  unimplemented  OIG  recommendations  that  result 
in  cost  savings.  We  estimate  that  these  recommendations  could  save  $25  billion  an- 
nually and  another  $1  billion  in  one-time  recoveries.  These  legislative,  regulatory, 
and  administrative  options  could  be  considered  by  policymakers  to  attain  greater 
program  efficiency  and  to  enhance  the  viability  of  the  trust  funds. 

The  subcommittee  has  requested  that  I  outline  actions  that  we  have  recommended 
that  can  be  taken  administratively.  I  would  note,  however,  that  most  of  the  large 
dollars  savings  items  that  we  have  recommended  are  legislative  in  nature.  These 
items  include  mandating  Medicare  Part  A  coverage  of  State  and  local  employees 
hired  prior  to  1986,  raising  the  Medicare  retirement  age  to  67,  expanding  Medicare 
secondary  payer  provisions,  revising  payment  methodologies  for  graduate  medical 
education  and  indirect  medical  education,  reducing  Medicare  payments  for  hospital 
capital  costs,  modifying  Medicare  payments  for  hospital  bad  debts,  instituting 
copayments  for  Medicare  laboratory  services  and  making  this  part  of  the  physician 
office  payment,  and  eliminating  Medicare  disproportionate  share  payments.  Of  the 
$21.5  billion  that  could  be  saved  by  implementing  our  Medicare  and  Medicaid  relat- 
ed recommendations,  $19.2  billion  annually  could  be  attained  legislatively,  while 
only  $2.2  billion  annually  relate  to  administrative  items.  Legislation  is  required  to 
make  structural  changes  and  it  is  these  changes  that  result  in  large  savings.  In  fact, 
the  Social  Security  Act  in  many  ways  is  so  prescriptive  in  how  Medicare  processes 
claims,  what  services  are  covered,  and  how  reimbursement  rates  are  determined 
that  legislation  is  required  for  most  of  our  recommendations. 

Administrative  action,  however,  can  be  taken  in  a  number  of  areas  to  improve 
program  efficiencies  and  to  prevent  program  abuses.  The  following  are  some  of  our 
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administrative  recommendations  contained  in  our  most  recent  version  of  the  Red 
Book: 

Ambulance  Transportation. — Many  payments  for  ambulance  transports  taking 
end  stage  renal  disease  beneficiaries  to  and  from  dialysis  violate  Medicare  guide- 
lines and  should  never  have  been  made.  We  estimate  that  $66  million  could  be 
saved  by  preventing  payments  for  such  services,  and  $509  million  over  5  years.  We 
also  believe  that  advance  life  support  [ALS]  transports  should  be  paid  for  only  when 
such  services  were  medically  necessary.  By  limiting  reimbursement  to  the  basic  life 
support  level  unless  ALS  services  are  necessary,  we  estimate  that  $47  million  could 
be  saved  annually,  and  $235  million  over  5  years. 

Oxygen  Services  and  Payment. — ^We  have  reported  on  the  significant  variations 
and  shortcomings  in  the  equipment  and  patient  monitoring  services  that  are  pro- 
vided to  Medicare  beneficiaries,  which  could  affect  the  efficacy  of  the  oxygen  ther- 
apy. Given  the  complex  nature  of  oxygen  concentrator  therapy,  we  have  rec- 
ommended that  HCFA  develop  a  strategy  that  will  ensure  that  Medicare  bene- 
ficiaries receive  all  necessary  care.  We  are  pleased  the  HCFA  has  agreed  to  address 
this  issue  by  regulation. 

We  have  also  been  concerned  for  some  time  about  payments  for  oxygen  concentra- 
tors. We  are  pleased  that  HCFA  has  begun  to  assess  its  pricing  for  such  equipment. 
Based  on  currently  available  information,  more  appropriate  pricing  could  result  in 
substantial  savings.  In  fact,  we  estimate  that  if  Medicare  were  able  to  attain  oxygen 
concentrators  for  the  same  price  as  paid  by  the  Department  of  Veterans  Affairs,  sav- 
ings of  $567  million  would  restilt — or  $4.2  billion  over  5  years. 

Physical  Therapy  in  Physicians'  Offices. — ^We  have  recommended  that  HCFA  take 
administrative  action  to  prevent  inappropriate  payments  for  physical  therapy  in 
physicians'  offices  after  finding  that  78  percent  of  these  procedures  did  not  represent 
true  physical  therapy  services.  Actions  which  could  be  taken  include  conducting  fo- 
cused medical  review,  providing  physician  education  activities,  and  applying  exist- 
ing physical  therapy  coverage  guidelines  for  other  settings  to  physicians'  offices.  We 
estimate  that  these  actions  would  save  $47  million  annually,  and  $235  million  over 
5  years. 

Medicaid  Cost  Sharing. — ^While  27  States  use  some  type  of  cost  sharing  in  their 
Medicaid  programs,  these  States  did  not  report  excessive  administrative,  recipient, 
or  provider  burdens.  We  recommended  that  HCFA  promote  the  development  of  effec- 
tive cost  sharing  programs  and  estimated  that  savings  in  excess  of  $120  million  an- 
nually could  be  attained,  and  $768  million  over  5  years. 

Medicaid  Payments  to  Institutions  for  Mentally  Retarded  People. — ^The  OIG  has 
found  that  Medicaid  reimbursement  rates  for  large  ICFR's  are  more  than  five  times 
greater  in  some  States  than  in  others — ranging  from  $27,000  to  $158,000  annually 
per  resident.  We  outlined  a  number  of  different  options  for  controlling  excessive 
spending  for  these  services  and  estimated  that  savirigs  in  excess  of  $680  million 
could  be  attained  annually,  and  $3.4  billion  over  5  years. 

Medicaid  Generic  Drugs. — ^We  have  also  recommended  that  HCFA  identify  and 
alert  States  to  methods  which  would  encourage  the  use  of  lower  priced  generic  drug 
products  in  the  Medicaid  program.  We  found  that  annual  cost  savings  to  the  Medic- 
aid program  could  be  as  much  as  $46  million  for  only  37  high-volume  dispensed 
brand  name  drugs,  if  the  reimbursement  for  those  drugs  was  limited  to  the  amounts 
set  by  HCFA  for  equivalent  generic  drugs,  and  $245  million  over  5  years. 

CONCLUSION 

I  appreciate  the  opportunity  to  appear  before  you  today  and  to  share  with  you 
some  of  our  concerns  and  work  we  have  done  in  the  Medicare  and  Medicaid  pro- 
grams. The  four  areas  that  I  have  discussed  with  you  today  represent  very  impor- 
tant areas  and  we  look  forward  to  sharing  the  results  of  our  work  with  HCFA  and 
with  the  Congress. 

Before  concluding  my  remarks,  I  would  like  to  address  the  broad  question  of  how 
we  can  best  protect  the  Medicare  and  Medicaid  programs  from  fraud  and  abuse.  If 
you  asked  me  what  is  different  today  from  several  years  ago  in  the  fraud  fighting 
environment,  I  would  point  to  three  factors  in  particular:  (1)  rising  Medicare  and 
Medicaid  expenditures  which  create  a  more  attractive  target  for  the  unscrupulous; 
(2)  increased  sophistication  and  complexity  in  the  fraud  schemes  being  perpetrated; 
and  (3)  inadequate  resources  available  to  address  the  problem. 

First,  when  Willie  Sutton  was  asked  why  he  robbed  banks,  he  responded  "Because 
that's  where  the  money  is."  Today's  criminals  may  be  more  sophisticated,  but  in  one 
way  they  remain  true  to  their  forebears.  They  go  where  the  money  is.  In  1980,  Med- 
icare program  costs  were  $34  billion.  In  1990,  that  number  had  increased  to  $107 
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billion;  and  estimated  1995  costs  are  $177  billion.  With  that  much  money  at  stake, 
the  lure  of  a  fast  buck  is  irresistible  to  criminals  and  con  artists. 

Second,  we  see  a  trend  toward  increased  complexity  and  sophistication  in  the  var- 
ious schemes  used  to  defraud  the  Medicare  and  Medicaid  program.  When  we  first 
started  investigating  health  care  fraud  almost  20  years  ago,  we  were  primarily  see- 
ing instances  of  individual  providers  filing  false  claims  for  relatively  low  dollar 
amounts.  Today  we  see  increasingly  complex  schemes  involving  large  groups  of  peo- 
ple and  large  dollar  amounts.  The  environment  of  today's  health  c£ire  fraud  involves 
complicated  reimbursement  issues,  medical  questions,  financial  arrangements,  and 
sophisticated  computer  equipment.  Recently,  a  major  health  care  firm  that  owned 
over  60  psychiatric  hospitals  agreed  to  pay  the  Federal  Gk)vernment  a  record  $379 
million  settlement.  In  1992,  a  major  laboratory  firm  agreed  to  pay  the  government 
more  than  $110  million  to  settle  fraud  charges.  The  extensive  amount  of  fraud  in 
these  cases  illustrates  the  need  for  more  investigators,  along  with  attorneys,  audi- 
tors, and  program  evaluators,  to  penetrate  sophisticated  schemes. 

Third,  despite  the  increased  threat,  the  OIG's  resources  have  declined  in  the  past 
several  years,  from  1,411  employees  in  1991  to  1,207  employees  in  1995.  By  the  end 
of  fiscal  ^ear  1994,  10  OIG  investigative  offices  in  9  States  and  Puerto  Rico  were 
closed.  Since  1989,  the  OIG  has  been  required  to  implement  the  financial  statement 
audit  provisions  of  the  Chief  Financial  Officer's  Act  of  1990,  other  new  audit  respon- 
sibilities, and  over  32  new  civil  monetary  and  exclusion  authorities,  without  addi- 
tional funding  for  those  new  responsibilities.  Our  next  challenge  will  be  to  adjust 
to  the  transfer  of  259  staff  to  the  Office  of  Inspector  General  at  the  Social  Security 
Administration. 

Funding  our  activities  has  been  hampered  by  the  discretionary  freeze  provisions 
of  the  Budget  Enforcement  Act.  Budget  constraints  have  produced  the  illogical  re- 
sult that  spending  on  fraud  prevention  and  detection — activities  that  pay  for  them- 
selves many  times  over — ^has  actually  been  curtailed.  Because  of  this  situation,  we 
support  a  mechanism  to  increase  funding  available  for  combating  health  care  fraud 
and  abuse  without  drawing  down  from  the  U.S.  Treasury,  or  further  burdening  tax- 
payers. Under  this  concept,  certain  recoveries  generated  by  our  health  care  anti- 
fraud  activities  would  be  deposited  into  a  reinvestment  fund  with  dollars  available 
to  fiind  additional  enforcement  activities.  Thus,  the  individuals  who  actually  per- 
petrate fraud  against,  or  otherwise  abuse  our  Nation's  health  care  system,  will  foot 
the  bill  for  increasing  policing  of  those  programs.  Of  course,  restitution  to  the  Medi- 
care Trust  Funds  and!^  the  affected  Medicaid  programs  would  be  made  before  any 
moneys  could  be  deposited  into  the  account.  In  the  last  Congress,  this  concept  had 
wide  bipartisan  support. 

Again,  thank  you  for  the  opportunity  to  appear  before  you  today,  I  would  be 
happy  to  respond  to  any  questions  you  might  have. 

Secretary  Shalala.  On  managed  care,  we  have  moved  more 
quickly  to  managed  care  than  any  previous  administration.  The 
base  is,  I  think,  9  percent,  and  let  me  get  my  notes.  Let  me  tell 
you  what  the  rate  of  increase  is. 

First  of  all,  let  me  make  it  very  clear  that  we  very  much  support 
managed  care  and  want  to  encourage  and  expand  managed  care 
choices  for  beneficiaries.  While  there  is  some  debate,  and  I  think 
you  heard  it  earlier,  in  your  other  hearing,  about  how  much  money 
we  can  save  through  managed  care,  I  think  we  should  keep  the 
record  open  on  that. 

There  are  a  couple  of  things  that  are  happening.  Medicare  recipi- 
ents are  moving  to  managed  care.  Over  the  last  year,  we  had  an 
increase  of  16  percent.  That  is  a  huge  increase  in  1  year.  They  are 
moving  into  managed  care  at  well  over  1  percent  a  month  now, 
which  means  there  is  a  real  effort  going  on  out  there. 

Now,  think  of  the  whole  country.  The  penetration  for  managed 
care  in  this  country  is  30  percent.  So  if  we  were  at  9  percent  and 
the  program  grew  by  16  percent,  and  we  are  growing  at  about  1 
percent  a  month,  we  are  moving  very  quickly  in  the  next  couple  of 
years  to  match  what  managed  care  is  nationally. 

Let  me  say  a  couple  of  things  about  managed  care  and  Medicare 
beneficiaries.  First,  for  most  Medicare  beneficiaries,  their  whole  ex- 
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perience  has  been  in  fee-for-service.  In  South  Florida,  where  the 
managed  care  agencies  have  offered,  because  we  probably  overpay 
them  a  little,  they  have  offered  free  drug  benefits.  They  have 
thrown  in  everything  but  the  kitchen  sink  to  try  to  attract  people. 
Yet  they  are  growing  very  slowly,  because  the  experience  of  the 
older  population  is  with  fee-for-service.  As  we  saw  during  the 
health  care  debate,  they  are  scared  to  death  about  losing  control 
over  who  their  doctor  is. 

In  a  place  like  Portland,  OR,  for  example,  where  you  have  large 
managed  care  penetration,  a  long  history  of  managed  care,  the  pop- 
ulation has  moved  more  quickly  to  managed  care  because  their 
friends  and  neighbors,  and  they  themselves  might  have  been  in 
managed  care  as  part  of  their  work  experience. 

We  may  be  a  generation  away  from  the  elderly  population  feeling 
quite  comfortable  with  managed  care.  But  even  in  those  areas 
where  the  managed  care  industry  has  offered  everything  free,  basi- 
cally, where  there  are  no  copayments,  people  in  those  areas,  unless 
there  has  been  a  history  of  managed  care,  have  not  rushed  to  man- 
aged care. 

We  are  working  with  the  industry.  The  industry  has  a  certain  ca- 
pacity. They  are,  at  the  moment,  pretty  much  risk  selecting,  get- 
ting the  healthier  elderly.  In  fact,  if  you  look  at  our  expenditures, 
a  quarter  of  the  Medicare  population  produces  90  percent  of  the  ex- 
penditures. So  there  is  going  to  be  some  attractiveness,  and,  in 
fact,  we  have  been  accused  of  overpaying  because  of  the  risk  selec- 
tion and  the  healthier  elderly  going  in.  When  we  pay  95  percent 
of  the  fee-for-service  costs  in  an  area,  we  are  overpaying.  A  few 
percentage  points  less  than  fee-for-service  is  what  people  have  se- 
lected, but  the  managed  care  is  using  that  payment  amount  to  at- 
tract more  people  in. 

We  need  to  do  a  number  of  things.  First  of  all,  we  have  to  price 
managed  care  better.  We  should  not  be  overpajdng,  though  I  have 
some  mixed  feelings  about  that,  because  I  am  also  anxious  to  get 
people  into  case  m^anagement.  One  way  of  enticing  them  is  if  the 
managed  care  industry  can  offer  a  little  more. 

For  the  first  time  in  the  history  of  this  country,  three-quarters 
of  all  the  Medicare  population  can  choose  managed  care.  There  is 
managed  care  available  in  their  area.  We  also  think  a  PPO  option 
may  be  attractive.  We  also  believe  that  we  ought  to  get  a  better 
pricing  of  managed  care,  so  we  are  working  on  that.  It  is  tough  to 
do  because  of  the  need  to  adjust  for  health  status,  and  we  are 
struggling  with  that  and  getting  a  lot  of  help  from  some  very  dis- 
tinguished economists  around  the  country  to  conceptualize  how  we 
would  price  better. 

All  I  can  say  to  you  is  that  we  will,  over  the  last  2  years  and 
over  the  next  2  years,  be  able  to  demonstrate  to  the  Congress  that 
no  administration  has  done  more  while  preserving  choice  to  encour- 
age recipients  to  move  into  managed  care.  I  think  that  while  you 
hear  a  lot  of  negatives  about  whether  we  will  really  save  a  lot  of 
money,  I  would  leave  the  door  open  on  that. 

Mr.  HOBSON.  The  gentleman's  time  is  expired. 

Mr.  Largent.  I  am  sure  she  wasn't  dodging  my  question  on  the 
budget  question.  Maybe  she  can  get  to  that  later. 
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Secretary  Shalala.  I  am  happy  to  now  go  into  the  budget  ques- 
tion. 

Mr.  HOBSON.  As  long  as  you  make  it  short,  because  I  have  a  lot 
of  people  who  want  to  ask  questions. 

Secretary  Shalala.  I  think,  if  you  look  at  the  HHS  budget,  we 
are  mostly  entitlement  programs,  and  entitlement  growth  is  ex- 
plainable in  part  by  the  growth  in  the  population  moving  into  enti- 
tlements, and  you  can  see  that  in  the  Medicare  population.  And,  of 
course,  on  entitlements,  coverage  is  automatic.  If  there  is  any  kind 
of  an  economic  downturn  in  the  States,  cash  payments  on  AFDC 
also  move  up,  though  they  haven^t  moved  up  at  the  rate  that  Medi- 
care has  because  we  have  experienced  a  big  growth  in  the  disabled 
population  in  Medicare. 

Entitlement  growth  also  reflects  the  growth  in  costs  of  health 
care  in  this  country.  It  is  no  different  in  the  private  sector.  It  is 
just  increasing  at  faster  than  the  rate  of  inflation  in  the  aggregate. 

Second,  on  our  discretionary  funds,  we  do  reflect  some  of  the 
President's  investment  priorities.  So  while  we  have  cuts  in  part  of 
our  budget,  and  we  have  reduced  the  number  of  employees,  the 
President  has  selected  us— Head  Start,  for  example,  AIDS,  the  Na- 
tional Institutes  of  Health— for  some  of  the  new  investments.  So 
that  accounts  for  the  growth  in  our  discretionary  budget. 

It  does  not  reflect — ^because  it  covers  up — what  we  have  actually 
done  to  level  off  or  actually  reduce  the  rest  of  the  discretionary 
budget.  There  are  only  a  handful  of  increases,  including  Social  Se- 
curity administrative  costs,  because  we  are  trying  to  do  something 
about  how  long  it  takes  people  to  get  into  the  SSI  program,  the  dis- 
abled in  particular. 

It  is  just  that  we  are  such  a  big  umbrella  agency,  the  bottom  line 
doesn't  explain  that  there  are  cuts  on  one  side,  and  increases  on 
the  other.  We  still  have  Social  Security  in  our  numbers — ^it  hasn't 
yet  become  an  independent  agency,  and  we  have  made  investments 
in  computer  capacity. 

Mr.  HOBSON.  Thank  you. 

Mr.  Costello,  you  are  recognized  for  5  minutes. 

Mr.  Costello.  Madam  Secretary,  I  have  two  quick  questions. 
One  is,  as  you  know,  the  State  of  Illinois  is  one  of  14  States  partici- 
pating in  the  Medicare  SELECT  program.  I  know  that  you  are 
studying  that  issue,  the  administration  is.  One,  I  would  like  to 
know  how  the  program  is  working,  in  your  judgment.  And  No.  2, 
the  tax  cuts  as  proposed  in  the  Contract  With  America.  I  wonder 
if  you  might  address  the  issue  of  how  they  will  affect  rural  health 
care,  in  particular. 

Secretary  Shalala.  Let  me  talk  first  about  Medicare  SELECT, 
which  you  asked  about.  We  are  in  the  process  of  doing  an  evalua- 
tion. The  program  was  actually  started  2  years  before  we  arrived, 
but  the  evaluation  wasn't  started  right  away.  I  actually  signed  the 
contract  for  the  evaluation  to  get  it  off  the  ground  on  February  1. 
We  moved  as  quickly  as  possible  when  we  first  moved  in. 

We  will  not  have  the  evaluation  completed  until  the  end  of  the 
summer.  I  have  pleaded  with  Congress  to  simply  do  a  6-month  ex- 
tension on  Medicare  SELECT  so  that,  before  the  end  of  this  Con- 
gressional session,  I  can  come  and  tell  you  what  we  know  about 
Medicare  SELECT  and  what  you  might  do  to  improve  the  legisla- 
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tion.  In  no  way  are  we  signaling  that  we  don't  think  it  is  a  good 
program,  but  we  would  like  the  results  of  the  evaluation  to  be 
taken  into  account  as  the  permanent  legislation  is  put  into  place, 
and  that  is  our  only  point  on  Medicare  SELECT. 

We  will  have  it  by  the  end  of  the  summer.  We  think  it  is  impor- 
tant, and,  therefore,  we  have  recommended  only  a  6-month  exten- 
sion. We  think  we  can  get  the  information  to  you  and  work  with 
you  so  this  can  be  done  before  the  end  of  this  session.  I  just  would 
hate  to  go  ahead  without  information,  when  we  actually  went  out 
and  did  what  I  think  is  going  to  be  a  very  good  evaluation. 

We  do  have  some  concerns,  based  on  experience,  that  have  to  do 
with  consumer  information,  whether  people  actually  know  what 
they  are  getting  into,  whether  they  are  getting  locked  in,  for  exam- 
ple. You  would  want  to  know  that  as  part  of  your  efforts.  I  will  get 
the  information  to  you  as  fast  as  I  possibly  can. 

The  second  issue  is  the  tax  cuts.  I  have  commented  earlier  on  the 
impact  of  financing  those  tax  cuts  with  cuts  from  rural  health  pro- 
grams. In  particular,  I  am  deeply  concerned  with  the  lack  of  pro- 
viders in  rural  areas  and  with  something  that  this  committee  has 
in  their  illustrative  list,  and  that  is  to  reduce  the  number  of  Na- 
tional Health  Service  Corps  workers,  because  many  of  those  end  up 
in  rural  areas. 

Also,  I  think  there  was  a  recommendation  to  cut  some  of  the 
other  kinds  of  investments  in  rural  health  care.  That  would  be  un- 
fortunate. It  is  one  of  those  areas  where  we  ought  to  be  focusing 
our  programs,  and  we  have  a  real  responsibility  to  those  who  live 
in  rural  areas. 

Mr.  COSTELLO.  Thank  you. 

Mr.  HOBSON.  The  gentleman  from  Ohio,  Mr.  Hoke. 
Mr.  Hoke.  Thank  you,  Mr.  Chairman. 

I  would  like  to  welcome  another  native  of  Lakewood  to  the  com- 
mittee today.  Were  you  actually  bom  in  Lakewood? 

Secretary  Shalala.  Actually,  on  the  west  side,  but  my  family 
lived  in  Lakewood  after  I  finished  high  school. 

Mr.  Hoke.  Your  mom  still  practices  law  there? 

Secretary  Shalala.  Yes. 

Mr.  Hoke.  Good.  Welcome.  I  thought  that,  rather  than  ask  you 
some  questions,  I  would  like  to  share  with  you  some,  what  I  con- 
sider to  be,  very  good  news  regarding  the  school  nutrition  programs 
and  particularly  how  they  affect  Ohio. 

The  CRS,  Congressional  Research  Service,  which,  as  you  kno\y, 
is  a  bipartisan,  or  a  nonpartisan,  really,  research  service  that  is 
funded  by  the  Congress,  just  published  today  a  report  analyzing 
the  block  grant  programs  with  respect,  specifically,  to  the  fiscal  im- 
pacts on  the  States.  What  they  concluded  was  that  with  respect  to 
the  school  nutrition  programs,  there  would  be  in  the  State  of  Ohio 
an  $ll-plus  million  increase  from  fiscal  year  1995  to  fiscal  year 
1996.  That  is  over  the  1995  budget.  That  is  also  $2.3  million  over 
the  CBO  baseline  on  that. 

Even  though  I  am  so  delighted  that  we  are  doing  away  with 
baselines  and  will  actually  talk  about  money  the  same  way  the  rest 
of  America  talks  about  money,  I  point  out  that  not  only  is  it  an  $11 
million  increase  to  the  State,  but  it  is  a  $2.3  million  increase  over 
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fiscal  year  1995.  I  think  the  amounts  are  about  $363  million  that 
was  spent  in  fiscal  year  1995  to  $374  million  in  fiscal  year  1996. 

The  reason  that  I  point  this  out  is  because  there  has  been  an 
extra  amount  of  rhetoric  on  this  subject  and  there  has  been  an  in- 
dulgence in  language  that  claims  that  there  are  spending  cuts  in 
the  school  nutrition  programs  on  a  daily  basis.  I  am  sure  that  no- 
body in  your  Department  would  indulge  in  such  hypocrisy  or  such 
deception,  but  I  have  certainly  heard  it  on  the  floor  of  Congress  re- 
peatedly, and  it  was  repeated  again  in  my  district  yesterday  by  the 
minority  leader. 

I  am  so  delighted  to  report  to  you  that  CRS  has,  itself,  now  ana- 
lyzed the  numbers  from  the  Appropriations  Committee  and  deter- 
mined that,  in  addition  to  the  other  benefits,  the  other  benefits 
that  there  will  be  greater  local  control,  there  will  be  more  impact 
on  the  part  of  people  locally  who  are  involved  in  the  schools,  mak- 
ing the  decisions  about  where  those  nutrition  dollars  will  actually 
go  so  that  they  can  go  to  those  people  that  need  them  the  most, 
there  will  actually  also  be,  as  we  have  been  sa3dng  for  some  time, 
more  dollars,  as  well,  as  a  result  of  this  program. 

I  really  think  that  as  we  move  forward  and  try  to  come  up  with 
solutions,  that  it  is  time  to  cast  aside  the  politics  of  deception  that 
are  being  indulged  in,  and  I  am  not  saying  that  your  Department 
is,  but  it  is  clear  that  there  is  a  massive  disinformation  campaign 
underway  and  it  is  clear  that  it  is  done  with,  at  the  least,  the  com- 
pliance of  the  media.  That  is  why  I  am  very  happy  that  CRS  has 
come  out  with  this  report  and,  perhaps,  will  shed  some  light  on 
this  as  we  go  forward. 

Secretary  Shalala.  Congressman  Hoke,  I  doubt  if  anyone  in  my 
Department,  other  than  me,  is  commenting  on  the  nutrition  pro- 
grams, because  they  actually  are  in  the  Agriculture  Department. 
From  the  administration,  though,  we  have  had  two  problems  with 
the  plans  on  the  nutrition  programs. 

One  is  that  we  believe  that  the  national  standards  are  important, 
that  the  quality  of  nutrition  should  not  be  determined  by  geog- 
raphy, and,  therefore,  national  nutrition  standards  are  important. 
We  would  find  it  unfortunate  if  we  abandoned  those  national  nutri- 
tion standards. 

The  second  is  that  no  one  I  know  has  disputed  whether  there 
would  be  some  more  money  in  the  program.  The  issue  is  whether 
that  money  will  make  up  for  both  the  growth  in  the  program,  in 
terms  of  the  number  of  children  that  are  needy,  as  well  as  whether 
it  will  account  for  inflation,  food  inflation,  in  particular. 

Mr.  Hoke.  The  best  way  to  measure  that  would  be  against  the 
CBO  baseline  that  clearly  took  demographics  and  inflation  into  ac- 
count. If  we  are  seeing  that  there  is  an  increase  over  that,  it  seems 
to  me  that  the  answer  is  clear. 

With  respect  to  the  first  point,  that  is  an  honest  area  of  clear  dis- 
agreement. I  have  every  confidence  that  the  people  in  Columbus 
and  the  people  in  Lakewood  are  as  or  more  qualified  to  make  those 
decisions  with  respect  to  proper  nutrition  as  Washington  bureau- 
crats. 

Thank  you,  Mr.  Chairman. 

Mr.  HOBSON.  The  gentleman's  time  has  expired. 

Mr.  Olver  is  recognized  for  5  minutes. 
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Mr.  Olver.  Thank  you,  Mr.  Chairman. 

My  apology  for  not  being  here.  I  am  trying  desperately  to  catch 
up  with  what  is  going  on  here,  and  I  am  looking  at  your  graphs, 
Madam  Secretary. 

Let  me  just  ask,  would  you  agree  that  Medicare  and  Medicaid 
have  both  been  growing,  as  I  think  I  have  seen  figures,  as  a  per- 
centage of  the  gross  domestic  product  over  time,  and  growing 
steadily,  the  two  of  them  either  individually  or  taken  together? 

Secretary  Shalala.  It  depends  on  what  period  of  years  you  look 
at.  I  believe  that  is  true.  Let  me  look  at  my  notes.  I  am  not  sure 
I  plotted  it  out  like  that.  I  will  provide  specific  numbers  for  the 
record. 

[The  information  of  Ms.  Shalala  follows:] 
Yes,  I  would  agree.  Attachment  B  shows  the  trend  data  from  1985-2000. 

AHACHMENT  B:  MEDICARE  AND  MEDICAID  EXPENDITURES  AS  A  PERCENT  OF  GDP 
[Percentage,  1985-2000] 


Calendar  year         ,„J:^:„^run         Medical         Total  Medicare     Federal  Medicaid     State  Medicaid      Total  Medicaid 
Insurance  [HI]      j^^^j^g,^^  jj^i^ 


1985   

1.17 

0.59 

1.76 

0.58 

0.46 

1.04 

1986   

1.14 

0.65 

1.79 

0.60 

0.47 

1.07 

1987   

1.10 

0.70 

1.80 

0.63 

0.49 

1.13 

1988   

1.07 

0.73 

1.81 

0.64 

0.50 

1.14 

1989   

1.18 

0.75 

1.94 

0.69 

0.53 

1.21 

1990   

1.20 

0.80 

2.00 

0.80 

0.61 

1.40 

1991   

1.31 

0.84 

2.15 

1.00 

0.76 

1.76 

1992   

1.40 

0.85 

2.25 

1.17 

0.87 

2.03 

1993   

1.49 

0.88 

2.37 

1.21 

0.90 

2.11 

1994   

1.56 

0.93 

2.49 

1.24 

0.93 

2.16 

1995   

1.62 

0.99 

2.61 

1.27 

0.95 

2.21 

1996   

1.67 

1.05 

2.72 

1.31 

0.97 

2.28 

1997   

1.72 

1.11 

2.83 

1.36 

1.01 

2.37 

1998   

1.77 

1.17 

2.94 

1.41 

1.05 

2.47 

1999   

1.82 

1.23 

3.05 

1.47 

1.09 

2.56 

2000   

1.87 

1.30 

3.17 

1.53 

1.13 

2.66 

Note.— Medicare  estimates  are  based  on  1995  Trustees  Report,  intermediate  assumptions.  HI  numbers  include  insured  beneficiaries  only.  All 
numbers  include  administrative  expenses.  Medicaid  estimates  are  based  on  fiscal  year  1996  President's  budget  assumptions.  Office  of  the  Ac- 
tuary, April  19,  1995. 

Secretary  Shalala.  The  point  I  was  making  earlier  was  that  the 
growth  of  Medicare  and  Medicaid  has  kept  pace  with  private  sector 
health  insurance  growth,  even  though  

Mr.  Olver.  That  was  the  next  question  I  was  going  to  ask, 
whether  the  growth  over,  say,  the  last  15  years  in  Medicare  and 
Medicaid  has  been  any  significantly  different  from  the  total  of  what 
health  care  inflation  has  been.  Is  there  a  significant  difference? 

Secretary  SHALALA.  There  is  not.  The  point  I  have  made  is  that 
it  has  not  only  tracked  health  care,  it  has  tracked  health  care  costs. 
That  is,  growth  in  per  capita  Medicare  and  Medicaid  costs  and  per 
capita  private  health  insurance  costs  have  been  about  the  same. 

Mr.  Olver.  The  inflation  rates  of  the  two  have  been  roughly  the 
same? 

Secretary  Shalala.  Yes.  We  are  talking  about  health  inflation, 
though. 

Mr.  Olver.  If  that  is  the  case,  and  you  have  a  graph  that  shows 
the  number  of  people  who  are  under  Medicare  and  it  is  just  one 
graph  for  one  particular  year,  I  take  it— yes,  it  is  1992,  but  it  has 
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a  group  of  85  years  and  older,  which  I  think  are  normally  called 
frail  elders,  and  my  guess  is  that  the  75  to  84  group  has  been  grow- 
ing as  a  wedge.  What  one  cannot  see  is  how  much  those  groups 
have  been  growing  as  a  wedge. 

What  I  don't  see  is  a  companion  set  of  wedges  which  would  show, 
as  you  have  in  the  Medicaid  document.  Chart  3  that  you  show, 
what  number  of  people  are  providing  what  total  expenditure,  where 
Medicaid,  which  most  Americans,  I  think,  do  not  even  realize  that 
Medicaid  is  70  percent  medical  services  for  indigent  elderly,  that 
it  is  only,  as  you  have  it  here,  27  percent  of  the  recipients  that  are 
getting  that.  The  interesting  obverse  of  that  is  that  71  percent  of 
all  AFDC  recipients  are  receiving  a  total  of  only  29  percent.  The 
numbers  are  almost  flipped,  almost  the  direct  flip. 

Secretary  Shalala.  Let  me  give  you  the  Medicare  number.  A 
quarter  of  the  Medicare  recipients  get  91  percent  of  the  expendi- 
tures. 

Mr.  Olver.  Would  that  be  the  oldest  quarter? 

Secretary  Shalala.  That,  I  don't  know  the  answer  to.  I  will  have 
to  look  at  that.  I  am  sure  that  

Mr.  Olver.  I  think  the  point  of  my  question  was  to  ask  you  if 
you  could  parcel  out  the  increases  in  Medicare  expenditures.  Take 
just  that  one  program,  where  you  have  given  a  chart  which  shows 
the  10  percent  which  are  persons  over  the  age  of  85  and  another 
29  percent  which  are  those  between  75  and  84  

Secretary  Shalala.  And  look  at  the  expenditures. 

Mr.  Olver  [continuing].  And  indicate  what  is  the  total  amount 
of  increase  that  goes  to  each  of  those  groups.  That  kind  of  addi- 
tional data  and  charts  that  go  with  it,  it  seems  to  me,  would  be  ex- 
tremely instructive  to  help  us,  as  Members  of  Congress,  to  under- 
stand what  the  real  problems  are  here.  My  guess  is,  given  that  the 
growth  of  the  85-plus  population  is  very  significant,  and  the  75  to 
84  population  is  very  significant,  that  you  have  done  exceptionally 
well — we  have  done  exceptionally  well  in  keeping  the  rate  of  infla- 
tion for  Medicare  as  a  program  to  only  about  the  rate  of  inflation 
of  the  whole  health  budget  for  all  Americans. 

Secretary  Shalala.  I  think  your  point  is  very  well  taken.  We  will 
provide  the  data  for  you. 

[The  information  of  Ms.  Shalala  follows:] 

It  is  clear  that  Medicare  population  is  aging  rapidly.  As  a  percent  of  total  Medi- 
care enroUees,  the  65-69  year  age  group  has  been  declining  steadily,  while  the  85 
years  of  age  or  over  group  has  been  growing  steadily. 

Attachment  C  shows  number — and  percent  of  total — of  Medicare  enroUees  by  age 
for  selected  years  from  1980-1993. 


ATTACHMENT  C:  NUMBER  OF  MEDICARE  ENROLLEES  BY  AGE  OF  ENROLLEE 
[Selected  years  July  1,  1980-93] 


Year  and  age  of  enrollee 


HI  and/or  SMI 
(In  thousands) 


Percent 


1980 


65-^9  years 
70-74  years 
75-79  years 
80-84  years 


85  years  or  over 


Under  65  years 


2.963 
8.459 
6.756 
4.809 
3.081 
2.410 


10.4 
29.7 
23.7 
16.9 
10.8 
8.5 
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AHACHMENT  C:  NUMBER  OF  MEDICARE  ENROLLEES  BY  AGE  OF  ENROLLEE-^ontinued 
[Selected  years  July  1,  1980-93) 

 Yearandageofenrollee  (11  Sand"')  ^'^''^ 

Total  for  1980    28.478  100.0 


1982 

Under  65  years   2,954  10.0 

65-69  years    8,652  29.3 

70-74  years    7,022  23.8 

75-79  years    5,064  17.2 

80-84  years    3,185  10.8 

85  years  or  over   2,617  8.9 

Total  for  1982    29,494  100.0 


1984 

Under  65  years   2,884  9.5 

65-69  years    8,784  28.8 

70-74  years    7,300  24.0 

75-79  years    5,327  17.5 

80-84  years    3,382  11.1 

85  years  or  over   2,778  9.1 

Total  for  1984    30,455  100.0 


1988 

Under  65  years   2,959  9.3 

65-69  years    9,163  28.9 

70-74  years    7,564  23.8 

7S-79  years    5,573  17.6 

80-84  years    3,559  11.2 

85  years  or  over   2,932  9.2 

Total  for  1986    31,750  100.0 

1988 

Under  65  years   3,102  9.4 

65-69  years   9,469  28.7 

70-74  years    7,752  23.5 

75-79  years   5,792  17.6 

80-84  years    3,764  11.4 

85  years  or  over   3,102  9.4 

Total  for  1988    32,980  100.0 

1990 

Under  65  years   3,255  9.5 

65-69  years    9,695  28.3 

70-74  years    7,951  23.2 

75-79  years    6,058  17.7 

80-84  years    3,957  11.6 

85  years  or  over   3,286  9i 

Total  for  1990   34,203  100.0 

1992 

Under  65  years   3.579  10.1 

65-69  years    9,687  27.2 

70-74  years    8.366  23.5 

75-79  years    6,287  17.7 

80-84  years    4.161  11.7 

85  years  or  over   3,519  9£ 

Total  for  1992    35.598  100.0 
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AHACHMENT  C:  NUMBER  OF  MEDICARE  ENROLLEES  BY  AGE  OF  ENROLLEE— Continued 
[Selected  years  July  1,  1980-93] 


Year  and  age  of  enrollee 


HI  and/or  SMI 
(In  thousands) 


Percent 


1993 

Under  65  years   3,863  10.6 

65-69  years    9.681  26.6 

70-74  years    8.514  23.4 

75-79  years    6.382  17.6 

80-84  years   4.257  11.7 

85  years  or  over  ,   3.644  10.0 

Total  for  1993   36.339  100.0 

Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy:  Data  from  the  Medicare  Decision  Support  System; 
data  development  by  the  Office  of  Research  and  Demonstrations. 

Available  data  showing  the  Medicare  expenditures  increase  percentages  attrib- 
utable to  these  age  groups  is  limited  to  2  years. 

MEDICARE  EXPENDITURES  INCREASE 
[Two  age  groups] 

Calendar  vear                                DendrtuJSSioS'of  Percentage  by  Percentage  by 

calendar  year                                pendrturw  (Millions  of  75.84  year-oids  85+ year-olds 

1992    120,710  34.9  13.9 

1993    129.386  34.8  UA 

Secretary  Shalala.  It  is  quite  obvious  that  if  we  are  an3nvhere 
near  private  health  insurance  per  capita  expenditures  with  a  popu- 
lation that  is  over  65  that  is  also  disabled,  and  in  addition  to  that, 
if  you  add  in  some  of  the  other  populations  that  are  part  of  the 
Medicare  program,  we  are  doing  very  well. 

What,  obviously,  was  unanticipated  in  1965  was  how  long  people 
were  going  to  live.  In  fact,  the  Medicare  program  is  the  story  of 
success  of  keeping  people  and  extending  life.  So  one  would  ex- 
pect- 


25- 


Mr.  Olver.  You  gave  a  really  tantalizing  figure  when  you  said 


Secretary  Shalala  [continuing].  Percent  of  the  Medicare  popu- 
lation accounts  for  91  percent  of  the  expenditures. 

Mr.  Olver  [continuing].  Said  91  percent  of  the  cost.  I  would  real- 
ly like  to  know  who  you  apply  that  25  percent  to. 
Secretary  Shalala.  I  will  report  it  to  you. 
Mr.  Olver.  And  how  it  is  flowing,  with  time. 
[The  information  of  Ms.  Shalala  follows:] 

High-cost  groups  include:  End  stage  renal  disease  beneficiaries,  less  than  1  per- 
cent of  enrofiees,  but  5  percent  of  program  payments;  beneficiaries  who  died  in  a 
given  year  or  receiving  terminal  treatment,  6  percent  of  enroUees  but  19  percent  of 
program  payments;  and  hospitalized  beneficiaries,  19  percent  of  enroUees  but  81 
percent  oi  program  payments. 

Mr.  HOBSON.  The  gentleman's  time  is  expired. 
Mr.  Herger  is  recognized  for  5  minutes. 
Mr.  Herger.  Thank  you,  Mr.  Chairman. 
I  am  going  to  yield  my  time  to  Mr.  Miller. 

Mr.  Miller.  Thank  you.  I  will  get  another  chance.  I  appreciate 

it. 
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I  just  want  to  continue  to  get  a  better  understanding  of  where 
we  are  going  and,  I  think,  the  crisis  we  are  heading  for  in  Medi- 
care, and  I  want  to  stay  focused  on  Medicare.  I  want  to  refer  back 
to  Mr.  Sabo's  comment,  because  that  is  someone  on  the  other  side 
of  the  aisle  that  is  agreeing  with  us  that  we  have  a  crisis  in  our 
budget  that  is  an  extremely  serious  crisis  and  the  crisis  of  Medi- 
care. If  we  look  at  that  chart,  that  chart  is  based  on  numbers  out 
of  your  budget.  Unless  you  disagree  with  those  numbers,  we  are 
heading  to  bankruptcy  in  the  Medicare  program. 

I  know  you  are  using  these  statistics,  how  the  per  capita  num- 
bers are  great  and  the  administrative  costs  are  great  and  if  we  look 
at  the  growth  since  1980 — I  mean,  I  am  an  old  statistics  professor. 
My  first  lecture  in  statistics  always  used  to  be  how  to  lie  with  sta- 
tistics, a  little  book  about  it,  and  it  was  kind  of  a  fun  one  to  start 
off  with.  So  you  can  always  prove  what  you  want,  but  we  have  a 
crisis. 

First  of  all,  I  have  some  quick  little  questions.  Do  you  agree  that 
there  is  a  crisis,  that  we  have  to  do  something  about  it? 

Secretary  Shalala.  I  don't  think  anyone  would  disagree  that  we 
all  ought  to  be  concerned  about  a  Medicare  trust  fund  that,  at  least 
the  last  projections  were,  runs  out  of  money  in  2001  or  2002. 

Mr.  Miller.  Right. 

Secretary  Shalala.  In  fact,  we  repeatedly  talked  about  that  as 
a  part  of  health  care  reform  last  year.  We  have  not  denied  that. 

Mr.  Miller.  But  health  care  reform  of  last  year,  and  I  know  you 
want  to  reform  the  entire  system,  but  that  was  rejected.  If  nothing 
else,  on  November  8,  it  was  rejected.  So  we  have  to  look  at  Medi- 
care. As  Mr.  Sabo  said,  we  are  the  biggest  buyer  of  it.  So  we  have 
a  major  crisis. 

You  made  a  comment  earlier,  also,  that  we  can't  just  tinker 
around  the  edges  by  cutting  providers,  that  we  have  to  go  for  real 
reform.  We  have  to  go  for  systemic-type  changes.  We  can't  just  wait 
for  a  generation.  You  said  you  have  to  wait  another  generation  to 
get  Medicare  managed  care  providers.  We  can't  wait  that  long.  We 
can't  wait  a  generation,  can  we? 

Secretary  Shalala.  I  have  not  suggested  that  managed  care  is 
the  solution — the  only  solution — ^to  slowing  down  health  care 
growth  in  this  country. 

Mr.  Miller.  That  is  a  potential  solution. 

Secretary  Shalala.  My  fundamental  point  is  that  health  care 
costs  are  growing  faster  than  the  rate  of  inflation,  both  on  the  pri- 
vate side  and  on  the  public  side,  and  that  if  we  make  changes  on 
the  public  side  and  simply  cost  shift  to  the  private  side,  we  will  put 
the  health  care  infrastructure  in  some  jeopardy.  What  we  are 
doing,  basically,  is  shifting  costs,  particularly  on  small-  and  me- 
dium-sized businesses  that  can't  negotiate  for  the  discounts  that 
large  companies  can. 

That  is  why  we  have  to  do  it  together.  That  is  the  only  point  I 
am  making,  not  that  I  would  in  any  way  defend  a  twice-the-rate- 
of-inflation  growth  in  the  health  care  

Mr.  Miller.  Unfortunately,  the  budget  did  not  address  the  issue, 
and  it  just  shows  that  graph. 

I  have  another  comment  and  a  couple  of  quick  questions  on  man- 
aged care,  and  that  just  may  be  one  of  the  parts  of  the  equation. 
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We  had,  yesterday  morning,  some  people  from  industry,  Eastman 
Kodak,  IBM,  and  Ryder  Corp.,  and  Texas  Instruments,  talking 
about  how  they  are  getting  costs  to  go  down.  In  Florida,  we  are 
going  to  our  group  purchasing  program,  kind  of  the  managed  com- 
petition concept. 

But  you  are  talking  about  a  bidding  program.  Explain  to  me  how 
the  bidding  might  work.  As  we  know,  the  Mathematica  study  said 
we  may  not  save,  necessarily,  on  Medicare  managed  care,  but  will 
bidding  work?  What  do  you  plan  to  do  with  bidding?  What  is  the 
idea? 

Secretary  Shalala.  A  lot  of  people  think  that  an  alternative  to 
the  current  pricing  arrangement,  which  is  now  based  on  fee-for- 
service,  would  be  to  competitively  bid  for  this  population  with  the 
health  care  providers  in  a  region,  for  example,  as  a  way  to  reduce 
costs.  We  would  like  to  try  that,  and  we  are  designing  now  a  large- 
scale  demonstration  that  would  do  precisely  that. 

In  addition  to  that,  we  would  like  to  try  some  other  kinds  of 
managed  care-like  alternatives,  a  PPO,  for  example,  that  would 
allow  people  to  go  outside  the  plan  to  another  doctor,  but  they 
would  have  to  pay  more  for  it.  We  have  some  other  changes  in  the 
Medicare  system. 

All  of  this  is  part  of  the  reform  of  Medicare,  and  all  we  are  sug- 
gesting, at  the  same  time,  is  that  there  are  some  things  that  we 
need  to  do  in  the  industry  itself  so  that  we  are  not  creaming  off 
just  the  healthy  population  and  so  we  are  not  ending  up  

Mr.  Miller.  How  soon  are  you  going  to  be  doing  these  programs, 
like  the  bid  program? 

Secretary  SHALALA.  The  PPO  and  the  competition  demonstration 
we  are  talking  about,  we  are  working  on  them  right  now,  so  we  are 
not  talking  about  5  years  from  now.  Those  are  the  kinds  of  things 
that  we  are  working  on  now. 

Mr.  HOBSON.  The  gentleman's  time  is  expired. 

The  gentlelady  from  California,  Ms.  Roybal-Allard,  is  recognized 
for  5  minutes. 

Ms.  Roybal-Allard.  Ms.  Shalala,  my  question  has  to  do  with 
long-term  care.  Private  insurance  and  Medicare  play  an  enormous 
role  in  paying  for  hospital  and  physician  bills  for  the  aged.  How- 
ever, with  long-term  care,  there  is  very  little  private  or  social  in- 
surance involved,  so  the  elderly  are  forced  to  rely  on  Medicaid,  and 
in  order  to  qualify  for  Medicaid,  they  usually  have  to  spend  down 
to  the  cost  of  care.  This  spend-down  policy  really  is  very  biased  to- 
ward institutionalization,  when  evidence  has  shown  that  the  major- 
ity of  seniors  would  prefer  to  stay  at  home  and  also  that  much  of 
the  care  that  they  receive  is  personal  care  and  companionship, 
which  does  not  require  institutionalization. 

Would  a  policy  that  encourages  a  private  long-term  care  insur- 
ance market,  allowing  for  the  elderly  to  choose  between  nursing 
home  and  in-home  care,  be  more  efficient  than  forcing  the  elderly 
into  poverty  in  order  to  pay  for  their  care? 

Secretary  Shalala.  Some  States  already  have  a  home-care  com- 
ponent, and  Medicare  spends  money  on  home  care,  with  certain  re- 
strictions. We  have  not  been  very  good  in  this  country  in  terms  of 
oversight  on  home  care.  We  recently  eliminated  from  access  to 
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Medicare  a  company  that  we  had  some  problems  with.  In  another 
case,  we  brought  some  indictments. 

We  have  very  much,  in  this  administration,  favored  home  care  as 
an  alternative.  It  is  more  humane.  It  has  not  yet  demonstrated 
that  it  saves  an  enormous  amount  of  money,  in  part  because  there 
is  very  little  experience  in  the  private  sector  in  terms  of  managing 
it,  and  it  is  a  new  experience  coming  out  of  the  public  sector.  We, 
as  part  of  health  care  reform,  did  recommend  that  the  States  be 
given  some  money,  actually,  it  had  no  income  limits  on  it,  in  which 
they  could  try  to  bring  down  skilled  nursing  home  costs  by  tr3dng 
some  home  care  as  an  alternative. 

So  do  we  favor  this  as  part  of  the  equation  of  the  kind  of  reform? 
We  certainly  would  like  to  put  it  on  the  table  as  part  of  the  discus- 
sion of  how  we  might  get  total  health  costs  down,  but  it  would  be 
part  of  the  discussion  of  health  care  reform. 

Ms.  Roybal-Allard.  Thank  you. 

Mr.  HOBSON.  The  gentlelady  3delds  back. 

You  are  going  to  get  off  a  little  easy,  because  I  don't  get  to  ask 
you  all  my  questions  because  we  have  a  vote  on,  but  I  do  want  to 
make  one  comment  to  you. 

You  talked  a  lot  about  what  the  Department  will  do,  and  I  want 
to  tell  you,  I  am  very  disturbed  with  the  Department  in  its  lack  of 
response  to  members,  this  member,  in  the  vaccines  for  children 
program.  I  had  great  difficulty  in  accessing  the  Department  at  all 
for  any  response.  To  this  date,  that  program  has  not  been  fixed.  It 
would  not  have  been  fixed  without  the  intercession  of  a  Senator  in 
the  Senate  who  put  a  whole  bunch  of  money  in  it.  The  language 
has  still  not  been  fixed.  In  66  counties  out  of  88  counties  in  my 
State,  their  money  would  have  been  impacted  by  the  way  that  bill 
was  written. 

I  think  that  needs  to  be  changed.  I  think  the  lack  of  response  to 
the  letters  in  the  beginning  is  inappropriate  for  a  Department,  and 
I  think  it  has  been  quite  a  while  in  fixing  that  program.  I  am  not 
opposed  to  the  program.  As  a  matter  of  fact,  I  support  the  program, 
but  it  is  written  wrong  and  it  needs  to  be  changed. 

I  have  some  other  questions  and  I  will  submit  them  to  you  later. 

Secretary  Shalala.  First  of  all,  there  is  no  excuse  for  not  re- 
sponding to  your  letters.  I  did  not  know  that.  I  wish  you  had  picked 
up  the  phone  and  just  called  me,  and  I  would  have  made  certain 
that  we  were  responsive. 

Second,  I  hope  we  will  be  able  to  demonstrate  to  you  that  the 
vaccines  for  children  program  has  gone  through  some  changes.  It 
is  now,  in  almost  all  of  the  States,  up  and  running.  While  the  en- 
rollment of  private  doctors  has  been  slow  

Mr.  HOBSON.  But  the  language  still  will  not  allow  it  to  go  into 
the  public  health  departments  in  66  counties  of  my  State.  They  will 
not  get  the  money  in  those  counties,  and  your  people  know  about 
this. 

Secretary  Shalala.  I  thought  we  had  fixed  that  with  the  Bump- 
ers amendment. 

Mr.  HoBSON.  The  Bumpers  amendment  fixed  it  for  then.  It 
doesn't  fix  it  for  the  future,  and  that  is  the  problem.  The  Bumpers 
amendment  put  a  bunch  of  money  in  it.  It  didn't  fix  the  language, 
and  I  think  we  need  to  fix  that. 
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Secretary  Shalala.  I  am  happy  to  look  into  that  and  get  back 
to  you  on  that  issue. 
[The  information  of  Ms.  Shalala  follows:] 

Response  to  Mr.  Hobson  Regarding  the  Vaccines  for  Children  Program 

The  Vaccines  for  Children  Program  is  an  important  element  of  the  Childhood  Im- 
munization Initiative  and  represents  an  unprecedented  commitment  by  the  Federal 
Government  to  purchase  vaccines.  The  cost  of  vaccines  can  be  a  barrier  to  immuni- 
zation, by  causing  parents  to  seek  vaccines  at  health  department  clinics  where  they 
are  free  instead  of  their  regular  provider.  Therefore,  this  commitment  to  purchase 
vaccines  combined  with  the  continuation  of  Federal  grants  and  State  resources 
should  enable  us  to  attain  our  1996  goal  of  90  percent  immunization  levels  for  our 
Nation's  children  before  they  reach  2  years  of  age. 

The  enclosed  profile  of  activities  related  to  the  Childhood  Immunization  Initiative 
indicates  that  in  fiscal  year  1993  Ohio  received  approximately  $9  million  in  discre- 
tionary immunization  grant  funding.  In  fiscal  year  1994,  Ohio  received  approxi- 
mately $12.3  million  in  discretionary  immunization  grant  fimding  and  an  additional 
$2.2  million  through  the  Vaccines  for  Children  Program,  for  a  total  of  $14.6  million. 
Funding  in  fiscal  year  1995,  to  date,  includes  approximately  $8  million  in  discre- 
tionary immunization  grant  funding  and  an  additional  $11.4  million  through  the 
Vaccines  for  Children  Program,  for  a  total  of  $19.4  million. 

With  respect  to  enrollment  of  providers  in  the  Vaccines  for  Children  Program, 
Ohio  reports  that  it  has  enrolled  234  public  provider  sites — ^including  health  depart- 
ments, maternal  and  community  health  clinics  and  other  public  clinics — and  ap- 
proximately 2,000  private  provider  sites — ^including  individual  physicians,  hospital 
outpatient  departments,  and  multiphysician  practices.  Ohio  further  reports  that  vac- 
cine is  being  delivered  to  all  enrolled  providers. 

During  the  early  stages  of  implementing  the  VFC  program  Ohio  raised  concerns 
that  it  may  run  short  of  discretionary  vaccine  funds.  Ohio  had  estimated  that  53 
percent  of  the  eligible  children  in  Ohio,  0-18  years,  are  "underinsured"  and  not  eli- 

?lble  to  receive  VFC  vaccine  except  at  a  Federally  Qualified  Health  Center  [FQHC]. 
he  Ohio  Immunization  Program  felt  that  these  children  would  choose  not  to  go  to 
a  FQHC,  but  rather  the  local  health  departments  for  immunization  services  as  they 
have  always  done.  Ohio's  concern  was  not  having  enough  317  vaccine  for  these 
underinsured  children. 

However,  the  local  health  departments  have  continued  the  policy  of  not  turning 
any  child  away  needing  immunizations.  No  shortages  have  occurred  or  are  currently 
anticipated  given  the  current  funding  levels  of  VFC,  317,  and  State  vaccine  funds. 
Dr.  Thomas  Halpin,  the  Immunization  Project  Director,  continues  to  support  the 
program  as  well  as  NIP's  ability  to  provide  both  financial  and  technical  support. 

Since  the  implementation  of  VFC,  Ohio  has  continued  and  expanded  their  vaccine 
delivery  system  established  prior  to  VFC.  In  fact,  the  number  of  private  providers — 
individual,  group  practices,  and  clinics — ^has  increased  by  at  least  10  percent  since 
VFC  was  implemented.  Ohio  provides  free-of-charge  vaccine  to  all  public  providers 
as  well  as  private  providers  enrolled  in  the  program  who  serve  Medicaid  children 
and  children  considered  as  uninsured  under  the  VFC  guidelines.  The  underinsured 
children  are  referred  to  the  local  health  departments  for  immunization  services.  The 
local  health  departments  determine  VFC  eligibility  for  all  children  on  each  visit  and 
the  child  receives  vaccine  fi*om  the  appropriate  funding  source. 

The  Immunization  Program  has  just  completed  a  2-year-old  survey  that  indicates 
approximately  65  percent  of  children  surveyed  are  up  to  date  for  4  DTP/3  polio/1 
MMR,  This  is  up  from  below  50  percent  immunization  coverage  in  1994.  The  Immu- 
nization Program  also  analyzed  the  data  for  according  to  the  1996  national  objec- 
tives for  individual  antigens  and  they  are  well  within  reach  of  those  goals. 

Through  earlier  correspondence  the  question  was  raised  as  to  whether  Federally 
Qualified  Health  Centers  [FQHC's]  may  coordinate  immunization  services  with  local 
health  departments.  In  our  response  we  noted  that  under  current  law  providers  can- 
not be  designated  FQHC's  unless  they  meet  certain  "look  alike"  requirements.  How- 
ever, the  Centers  for  Disease  Control  and  Prevention  [CDC]  and  the  Health  Re- 
sources and  Services  Administration  [HRSA]  report  that  FQHC's  and  rural  health 
clinics  can  enter  into  contractual  arrangements  to  assist  them  in  the  delivery  of 
services  as  they  do  not  under  current  law.  With  respect  to  the  VFC  program  there 
is  no  national  policy  to  designate  health  care  providers  to  function  as  FQHC's,  not 
to  change  the  existing  authority  of  FQHC's  and  RHC's  to  contract  with  local  provid- 
ers. 
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OHIO  CHILD  IMMUNIZATION  SUPPORT 


Fiscal  year 

1992  1993  19941  1995  2 


CDC  discretionary: 

Infrastructure                                   $2,020,102         $1,996,796  $5,494,987  $3,387,290 

Vaccine  purchase                                5,634,473          5,799,152  5,071,684  2,536,266 

Other                                            1,406,697          1.240,596  1,758,409  2,086,729 

Vaccine  entitlement: 

VFC  vaccine  purchase  3    2,151,413  10,745,452 

VFC  ordering/distribution  3    115,040  688,986 


Total  (CDC  and  entitlements)   9,061,272  9,036,544         14,591,533  19,444,723 


'  First  year  of  Clinton  administration. 

2  Represents  fiscal  year  1995  funding  to  date. 

^Represents  3  months/last  quarter  funding  in  fiscal  year  1994. 

OHIO  SAMPLE  OUTREACH  AND  PROGRAM  ACTIVITIES 

The  Ohio  Department  of  Health  uses  Immunization  Action  Plan  [lAP]  funds  to 
support  the  immunization  activities  of  14  rural  consortiums — each  made  up  of  2  or 
3  counties — 10  mid-size  cities,  and  8  Federally  Qualified  Healtib  Centers  [FQHC's] 
that  have  oversight  responsibility  for  20  community  health  clinic  sites.  The  health 
department  also  uses  lAP  funds  to  support  a  statewide  coalition  called  All  Ohio's 
Children  which  was  started  by  the  Association  of  Ohio's  Children's  Hospitals. 

LAP  funds  support  five  pilot  projects  that  link  WIC,  Immunization  and  Maternal 
and  Child  Health  [MCH]  offices.  The  projects  began  in  October  1994  in  Crawford, 
Muskingum,  Pickaway,  Seneca,  and  Lawrence  Counties  and  will  try  several  strate- 
gies to  encourage  up-to-date  childhood  immunization.  Strategies  include  voucher  in- 
centives, one-stop  shopping  that  offers  a  number  of  services  at  one  site,  and  refer- 
rals to  off-site  immunization  services.  Additionally,  the  State's  immunization  pro- 
gram is  funding  a  project  to  include  immunization  information  and  directions  for  re- 
ferring clients  U>  immunization  providers  to  the  WIC  central  computer  system. 

To  better  reach  the  underserved  population  in  southeastern  Onio,  the  Ohio  legis- 
lature approved  the  expenditure  of  $20,000  of  Maternal  and  Child  Health  [MCH] 
funds  to  purchase  a  mobile  unit  to  serve  21  southeastern  Ohio  counties.  This  is  a 
collaborative  project  between  the  University  of  Ohio  School  of  Medicine,  the  State 
MCH  Program,  and  the  State  immunization  program.  Whenever  possible  medical 
students  travel  with  the  mobile  van  staff  as  part  of  their  early  clinical  training. 

The  Other  Place,  the  Red  Cross  Homeless  Shelter,  the  Good  Samaritan  Homeless 
Shelter,  and  the  Montgomery  County  Health  Department  established  immunization 
clinics  in  homeless  shelters.  The  Montgomery  County  Health  Department  also  pro- 
vides a  referral  system  for  infants  of  high-risk  teenage  mothers  in  partnership  with 
the  Graduation  Reality  and  Dual  Role  Skills  [GRADS]  Program. 

The  Lucas  County  CFHF  Consortium  is  working  with  the  Toledo  Chapter  of  the 
American  Red  Cross  to  coordinate  and  sustain  the  involvement  of  local  community 
agencies  and  private  industry  in  the  promotion  of  timely  immunizations.  The  con- 
sortium received  funds  from  the  local  Rotary  Club  to  refurbish  a  mobile  immuniza- 
tion van,  design,  and  production  of  public  service  announcements  by  a  local  market- 
ing firm,  donated  facilities  and  promotional  fliers  from  large  corporations  such  as 
Krogers  Food  Stores,  an  endorsement  of  the  local  LAP  project  by  the  local  Academy 
of  Medicine,  and  secured  a  sponsorship  by  the  Toledo  Ilospital  for  a  local  immuniza- 
tion workshop  for  medical  providers. 

The  Cleveland  All  Kids  Count  Consortium,  an  effort  sponsored  by  the  Robert 
Wood  Johnson  Foundation,  the  Healthy  Family/Healthy  Start  Program,  and  the 
Ohio  Immunization  Action  Plan,  works  within  Cuyahoga  County  (Cleveland)  to  ad- 
dress immunization  service  delivery  issues.  The  consortium  established  and  staffed 
10  immunization  cHnic  sites,  a  centralized  registry  and  tracking  system,  and  a  WIC 
voucher  incentive  program.  Consortium  members  include  Cleveland  State  Univer- 
sity, the  Children's  Defense  Fund  Greater  Cleveland  Project,  Ohio  Department  of 
Health  Immunization  Unit,  Cleveland  Department  of  Health,  several  medical  cen- 
ters and  hospitals,  the  Visiting  Nurse  Association,  and  others. 

OHIO  VACCINES  FOR  CHILDREN  DATA 

The  data  listed  in  this  section  is  based  on  State-reported  survey  information  and 
is  subject  to  CDC  verification  and  change. 
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Provider  Enrollment 

Public  providers:  Includes  health  departments,  M/CHC's  public  clinics   216 

Private  provider  sites:  Includes  individual  physicians,  hospital  outpatient  de- 
partments, multi-physician  practices,  et  cetera   893 

Note. — Ohio  reports  it  has  completed  enrollment  of  its  public  provider  sites,  but  is  still  enroll- 
ing private  providers.  Distribution  Status. — Ohio  reports  that  vaccine  is  being  delivered  to  £dl 
enrolled  providers.  Vaccine  Supply  Policy. — ^Nonuniversal. 

Eligible  Children— Ages  0-5  Years 

Uninsured  children  under  6  in  1993    ^  95,500 

Medicaid-eliglble  children  under  6  in  fiscal  year  1993    2  385,356 

1  Current  Population  Survey,  U.S.  Census  Bureau,  March  1994. 

2  "Medicaid  Statistics:  Program  and  Financial  Statistics,  Fiscal  Year  1993,"  U.S.  Department 
of  Health  and  Human  Services,  Health  Care  Financing  Administration,  October  1994. 

Mr.  HOBSON.  You  aren't  going  to  get  off  this  easy.  The  chairman 
is  coming  back. 

With  that,  we  will  recess  for  this  vote  and  then  come  back. 
Thank  you. 
[Recess.] 

Chairman  Kasich  [presiding].  Madam  Secretary,  first  of  all,  I 
really  want  to  thank  you  for  being  here  so  long  today.  I  know  you 
are  busy.  I  want  to  thank  all  your  staff  for  being  here,  as  well.  I 
know  they  are  busy. 

You  are  going  to  have  this  report  out  in  a  month  on  how  to  save 
this,  or  there  are  going  to  be  possible  options,  is  that  right?  Can 
we  get  that  sooner  than  a  month? 

Secretary  Shalala.  The  schedule  for  the  trustees  is  actually  set, 
and  as  you  know,  they  are  public  trustees.  We  will  get  it  to  you 
as  soon  as  we  can. 

Chairman  Kasich.  If  I  propose  a  bill  that  opens  up  the  bidding 
in  these  various  areas  on  the  HMO  contracts,  will  you  support  that 
bill,  to  create  a  competitive  bidding  process  so  that  we  can  get  the 
reimbursement  level  below  95  percent? 

Secretary  Shalala.  One  of  the  things  that  I  reported  earlier  to 
the  committee  is  that  we  are,  in  fact,  designing  a  competitive  bid- 
ding process  in  the  Department.  I  think,  before  you  write  that  into 
your  bill  

Chairman  Kasich.  When  will  it  be  done?  When  is  your  thing 
going  to  be  done? 

Secretary  Shalala.  We  are  doing  it  this  year.  We  are  working 
through  the  proposal,  so  it  will  be  this  congressional  year. 

Chairman  Kasich.  The  problem  is,  we  have  your  budget,  which 
does  nothing  in  this  area  for  5  years.  We  are  going  to  be  putting 
a  budget  down  in  May  that  is  going  to  do  things  for  5  years  and 
maybe  7.  Is  it  possible  for  you  to  get  us  your  series  of  recommenda- 
tions before  May? 

Secretary  Shalala.  I  can't  answer  that  here.  I  mean,  I  have  to 
go  back  and  talk  about  where  we  are. 

Chairman  Kasich.  Would  you  do  that? 

Secretary  Shalala.  We  had  originally  planned  to  do  this  as  a 
demonstration.  There  isn't  a  lot  that  is  known  about  how  you 
would  design  a  competitive  bidding  process,  given  the  risk  factors 
of  the  population  that  we  are  dealing  with.  The  industry  itself  is 
talking  to  us,  and  this  has  to  be  worked  through  very  carefully, 
very  carefully. 
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Chairman  Kasich.  I  understand  that,  but  we  have  another  risk. 
The  fund  is  going  broke,  and  the  guy  that  was  here  this  morning 
said,  and  I  don't  think  I  have  it  in  front  of  me,  that  we  have  to 
make — ^he  was  the  chief  man  that  advised  all  you  folks. 

Secretary  Shalala.  Guy  King,  right. 

Chairman  Kasich.  Yes.  He  told  me  that  we  would  have  to  have 
something  like  a  29-percent  

Secretary  Shalala.  A  35-percent,  probably,  reduction  in  expendi- 
tures. 

Chairman  Kasich.  A  35-percent,  yes. 
Secretary  Shalala.  Yes. 

Chairman  Kasich.  I  mean,  a  35-percent  reduction  in  these  costs. 
That  is  really  dramatic.  Every  day  we  wait,  I  don't  know  whether 
you  have  ever  run  a  mile  or  not,  competitively  

Secretary  Shalala.  I  have. 

Chairman  Kasich.  Have  you? 

Secretary  Shalala.  Not  competitively. 

Chairman  Kasich.  But  you  have  run  a  mile? 

Secretary  Shalala.  Yes. 

Chairman  Kasich.  You  run  with  the  President,  that  is  right. 
Secretary  Shalala.  I  do  it  every  day. 

Chairman  KASICH.  When  you  get  a  quarter-of-a-mile  ahead  of  the 
President  on  your  normal  run,  he  has  to  run  really  fast  to  catch 
up  to  you  to  be  able  to  win  in  the  end.  What  we  are  doing,  and 
you  know  this,  we  are  digging  ourselves  in  a  hole.  I  don't  know  how 
long  we  can  put  it  off.  I  don't  believe  we  can  put  it  off. 

Secretary  Shalala.  Mr.  Kasich,  let  me  talk  to  you  about  the  95 
percent  and  what  that  is  and  why  we  are  paying  too  much.  The 
reason  that  our  analysis  shows  that  the  95  percent  is  probably  off 
by  about  5  percent  is  because  it  looks  like  the  industry  is  risk- 
selecting.  One  of  the  points  that  I  made  to  one  of  your  colleagues 
was  that  90  percent  of  our  expenditures  is  on  a  quarter  of  the  Med- 
icare population.  If  they  don't  have  that  quarter  in  their  enrollees, 
when  we  try  to  determine  a  price,  which  will  take  some  time  to 
sort  this  out,  we  need  to  include  health  characteristics  as  part  of 
the  adjustment.  So  it  won't  be  95  percent  an3nnore  that  has  an 
extra  5  percent  in  it. 

The  second  point  is,  it  is  a  fundamental  question,  and  we  went 
through  this  in  health  care  reform,  is  whether  your  party  is  pre- 
pared to  take  choice  away  from  elderly  citizens  in  this  country. 

Chairman  Kasich.  We  do  not  want  to.  We  are  not  going  to.  You 
have  already  experimented  with  that. 

Secretary  Shalala.  Therefore,  the  pricing  has  to  be  done  very 
carefully.  At  the  least,  I  would  like  my  people  to  come  up  and  show 
you  how  complex  it  is  to  figure  out  the  pricing  for  this  population. 

Chairman  Kasich.  When?  When  can  they  come  up? 

Secretary  SHALALA.  I  have  to  find  out  

Chairman  KASICH.  Tomorrow? 

Secretary  Shalala.  Tomorrow,  this  afternoon.  We  will  do  it  with- 
in the  next  

Chairman  Kasich.  We  want  to  sit  down  with  them,  because  let 
me  tell  you  what  is  going  to  happen. 

Secretary  Shalala.  I  want  them  to  go  through  and  tell  you  how 
complicated  this  is. 
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Chairman  Kasich.  I  know.  I  have  been  working  on  budget  now 
since  1989  

Secretary  Shalala.  I  am  not  questioning  your  budget,  but  the 
pricing  of  HMO's. 

Chairman  Kasich.  No,  what  I  am  saying  is  that  we  understand. 
We  have  people  here.  We  have  a  former  HCFA  official  here  and  we 
have  spent  a  lot  of  time  working  this  stuff.  What  are  you  doing  to 
let  more  people  know  there  is  an  HMO  option?  Let  me  give  you  an 
example.  You  said  there  was  a  16-percent  increase  in  the  number 
of  people  signing  up  for  HMO's.  That  is  because  we  went  from  8 
percent  to  9  percent. 

Secretary  Shalala.  We  have  had  faster  movement  into  HMO's, 
both  in  Medicare  and  Medicaid,  in  this  administration  

Chairman  Kasich.  Medicaid? 

Secretary  Shalala.  In  both,  than  in  any  previous  administration. 
We  now  have  two-thirds  of  the  population  that  can  choose  managed 
care.  We  also  want  to  give  them  another  option,  which  would  be 
a  PPO,  which  we  are  also  working  on  this  year,  because  that  would 
have  some  cost  sharing  if  they  wanted  to  go  outside  the  PPO  net- 
work to  another  doctor.  So  giving  people  more  choices  is  part  of  our 
strategy,  as  well  as  trying  to  get  at  the  pricing  issue  for  HMO's. 

Chairman  Kasich.  I  want  you  to  know  that  we  did  have  Repub- 
licans in  the  last  administration  advocating  means-testing  part  B. 
But  the  fact  that  this  thing  has  gone  unattended  for  a  long  time — 
I  don't  look  at  things  with  these  partisan  glasses  on.  The  Demo- 
crats did  this  and  the  Republicans  did  that.  If  we  didn't  do  it,  we 
didn't  do  it.  Let  us  just  get  it  out  there.  What  I  think  is  important 
is,  this  May,  when  we  lay  a  program  down,  I  think  it  is  going  to 
be  very  important  as  to  how  you  and  people  in  the  administration 
respond  to  that. 

I  guess  some  of  the  view  of  your  folks,  based  on  human  nature, 
would  be,  hey,  we  took  the  savaging  last  year  and,  boy,  we  are 
going  to  give  it  back  just  like  we  got  it  last  year.  Maybe  that  is 
where  we  will  go.  I  don't  know.  I  don't  know  if  we  will  get  the 
votes,  based  on  that.  But  I  just  want  to  

Secretary  Shalala.  Congressman  Kasich,  we  consider  that  Medi- 
care trust  fund  issue  not  partisan  at  all.  It  is  a  bipartisan  issue. 

Chairman  Kasich.  Great.  That  is  what  I  am  trying  to  do.  That 
is  great. 

Secretary  Shalala.  How  we  approach  dealing  with  it,  though,  is 
what  we  are  arguing  about.  What  we  are  suggesting  is,  look  at  the 
Medicare  population:  80  percent  of  that  population  have  incomes 
under  $25,000  a  year.  It  is  also  a  high-risk  population.  Every  single 
person  in  it  has  a  preexisting  condition. 

Chairman  Kasich.  I  know  that. 

Secretary  Shalala.  It  is  not  the  most  attractive  group  to  the  in- 
dustry. In  fact,  they  have  demonstrated  that,  because  they  are  out 
at  square  dances  recruiting  healthy  Medicare  recipients  to  move 
into  their  plans. 

So  one  of  the  reasons  they  are  making  a  little  money  on  it,  quite 
a  bit  of  money,  and  they  are  able  in  some  places  like  south  Florida 
to  offer  free  drug  benefits  and  all  sorts  of  other  things,  is  because 
they  have  the  healthier  part  of  the  group. 
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Chairman  Kasich.  I  understand  all  of  that.  I  have  been  through 
the  whole  business  of  how  you  can  ultimately  eliminate  preexisting 
conditions  and  what  you  do  with  your  pools  and  how  you  avoid 
aversion  to  risk  with  who  you  have  in  the  pools  and  how  you  ad- 
just. I  know  all  that.  I  have  been  working  on  this  stuff. 

Secretary  Shalala.  But  the  question  is  

Chairman  Kasich.  Your  assistant,  Mrs.  Feder,  was  up  here,  and 
she  and  I  had  a  good  discussion  about  this  just  a  year  ago.  I  under- 
stand it,  and  all  I  was  trjdng  to  say  to  you  is,  we  are  clearly  going 
to  be  on  a  faster  track  than  the  administration  is  on,  because  you 
are  trying  to  get  this  report  done  but  you  send  a  5-year  budget  that 
doesn't  deal  with  this  issue  at  all. 

Secretary  Shalala.  The  President  made  it  very  clear  that  the 
way  in  which  we  wanted  to  deal  with  this  issue  was  in  the  context 
of  health  care  reform,  because  we  don't  believe  that  pulling  down 
and  slashing  at  the  Medicare  program  will  do  much  more  than 
shift  the  cost  to  the  private  sector  and  put  rural  hospitals  at 
risk  

Chairman  Kasich.  I  know  that,  but  the  problem  with  that  is  you 
have  the  private  sector  growing  at  4  percent  with  a  lot  of  innova- 
tive programs.  We  had  these  folks  here  a  day  ago,  and  they  are 
here  all  the  time.  You  know  who  they  are.  They  have  a  lot  of  good, 
creative,  innovative  programs. 

We  have  this  program  growing  at  11  percent,  going  bankrupt, 
and  argue  that,  somehow,  the  private  sector  is  in  trouble  and  this 
thing  can't  be  done  until  that  is  fixed.  That  is  fixing  itself,  and  I 
believe  that  we  are  going  to  see,  as  health  care  costs  come  down 
and  as  more  pooling  becomes  available,  like  the  program  in  Cleve- 
land, you  are  going  to  have  more  and  more  people  being  covered. 

But  if  we  don't  get  on  this  soon,  this  is  going  down.  My  problem  / 
is — ^we  can  go  back  and  forth.  Madam  Secretary.  I  don't  want  to  do/ 
that  today.  You  and  I  are  going  to  have  a  lot  of  time,  I  think,  to 
be  debating  this. 

Secretary  Shalala.  Mr.  Chairman,  let  me  make  one  point  to  you. 
The  per  capita  expenditures  by  the  private  sector  are  not  signifi- 
cantly different  than  the  expenditures  by  the  public  sector.  They 
have  less  growth  than  we  do.  They  have  less  risky  populations.  But 
even  with  that,  our  per  capita  expenditures  are  not  that  much  dif- 
ferent, even  with  CBO's  numbers.  We  think  that  our  per  capita 
growth  is  about  the  same  as  the  private  sector. 

That  suggests  to  you  that  you  are  going  to  cut  benefits  on  the 
public  sector  side.  I  mean,  they  are  just  not  doing  better  than  we 
are  with  a  healthier  population. 

Chairman  Kasich.  We  have  very  big  problems  with  CBO's  scor- 
ing, not  just  in  this  area  but  many  areas,  and  we  question  some 
of  the  CBO  scoring  results  here.  We  are  going  to  go  back  and  take 
a  look  at  all  of  this. 

But  we  had  people  here  yesterday  that  have  a  full  range  of  folks 
in  their  plans,  including  retirees.  What  we  found  is  it,  a  lot  of 
times,  got  to  be  utilization  rates,  which  are  sky-high  in  this  system. 
You  know,  the  interesting  thing  they  also  said  was,  utilization 
rates,  sometimes  the  higher  the  utilization  rates,  the  worse  the 
quality.  So  you  cannot  just  connect  utilization  rates  to  quality. 

We  don't  need  to  go  on  and  on  and  on  here  
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Secretary  Shalala.  Congressman  Kasich,  I  don't  have  the  full 
range  of  population  that  IBM  has,  even  with  their  retirees.  Let  us 
compare  their  retiree  health  care  costs  to  the  Medicare  program. 
Look  at  what  happened  to  IBM  over  the  last  few  years.  They  actu- 
ally changed  their  population.  By  contracting  out  with  employees, 
they  have  a  younger  population  now.  They  have  dropped  their 
numbers  down.  And  while  they  have  some  retirees,  many  of  the 
people  they  dropped  weren't  retirees,  and  so  they  have  a  narrower 
population. 

I  am  simply  saying,  let  us  compare  oranges  with  oranges, 
and  

Chairman  Kasich.  But  if  you  want  to  do  that,  I  think  it  is  fair 
to  say  that  most  companies — take  Proctor  and  Gamble  in  Ohio, 
where  their  increases  have  been  zero.  I  think  it  is  fair.  If  you  want 
to  compare  apples  with  apples,  we  have  a  government-run  fee-for- 
service  system  with  very  few  incentives  in  it  to  try  to  maintain 
quality,  while  at  the  same  time  dealing  with  dramatically  increased 
utilization. 

What  I  want  to  do  is  I  want  to  take  a  look  at  what  we  are  doing 
in  the  private  sector  that  provides  choice  and  quality  and  pretty 
high  customer  satisfaction  and  try  to  look  and  see  how  we  can  link 
that  into  this  system,  and  that  is  what  we  are  going  to  try  to  do. 

Secretary  Shalala.  Congressman  Kasich,  it  is  perfectly  appro- 
priate for  us  all  to  look  at  that.  My  only  point  is  that  large  corpora- 
tions in  this  country  can,  in  fact,  negotiate  big  discounts,  given 
their  population.  But  you  have  to  look  at  the  population  we  are 
dealing  with,  and  the  fact  that  our  per  capita  costs  overall  are  not 
significantly  different  than  the  private  sector  overall.  That  is  be- 
cause small  businesses,  when  they  go  out  and  buy  into  the  market, 
are  paying  a  lot  more,  and  it  is  also  because  very  few  companies 
can  negotiate  for  the  discounts  that  IBM  and  Proctor  and  Gamble 
can  negotiate  for. 

If  our  costs  are,  in  fact,  per  capita,  about  the  same,  then  that 
tells  you  we  have  to  do  something  about  the  whole  health  care  sys- 
tem or  that  we  will  cost  shift. 

Chairman  Kasich.  No,  I  would  argue  that  this  population,  per- 
haps by  its  nature,  will  be  slightly  higher  or  somewhat  higher  than 
the  population  served  of  people  who  are  younger.  But  the  issue  is 
not  that  in  order  to  get  this  fixed,  we  have  to  lower— the  private 
sector  is  creating  a  revolution.  Every  major  magazine,  every  analy- 
sis, every  newspaper  has  sung  the  praises  of  private  sector  innova- 
tion and  its  success  in  terms  of  controlling  health  costs.  Why?  It 
is  because  they  have  moved  away  from  a  strictly  fee-for-service  sys- 
tem. 

The  companies  that  have  not  moved  away  from  fee-for-service 
systems  are  the  ones  that  aren't  controlling  costs,  and  I  want  to 
study  that  and  move  this  in  there,  and  we  can  clearly  do  better 
than  11.1  percent.  That  is  on  the  road  to  bankruptcy. 

Secretary  Shalala.  Congressman  Kasich,  if  we  can  do  that  and 
retain  choice.  What  the  private  sector  has  done,  very  effectively,  is 
both  negotiate  deep  discounts  and  shove  their  population  into  man- 
aged care,  and  they  have  bought  themselves  a  very  good  product 
in  the  process. 
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Chairman  Kasich.  I  hear  what  you  are  saying,  but  I  will  tell  you 
that  a  lot  of  these  companies  that  are  doing  this  are  not  doing  it 
by  forcing  their  people  to  go  into  something  or  have  nothing.  Part 
of  the  demonstration  we  had  yesterday,  and  we  ought  to  get  the 
testimony  to  them,  is  to  see  that  a  lot  of  these  companies  have  been 
able  to  offer  incentive  packages  to  get  this  achieved. 

Secretary  Shalala.  Exactly. 

Chairman  Kasich.  Now,  at  the  same  time,  of  course,  they  had  to 
do  it  because  they  weren't  going  to  be  competitive.  If  we  aren't 
doing  it,  we  are  going  bankrupt. 

Secretary  Shalala.  Congressman,  they  also  don't  have  80  per- 
cent of  their  population  with  incomes  under  $25,000  a  year.  All  I 
am  suggesting  to  you  is  that  if  I  had  their  population  with  my  over- 
head, that  is,  running  the  program  at  3  percent,  you  would  call  me 
very  innovative  in  terms  of  what  I  could  do  with  my  crew  with 
their  population. 

When  you  have  80  percent  of  the  elderly  population  with  incomes 
under  $25,000,  and  a  very  high  percentage  of  the  disabled  who  are 
elderly,  you  have  a  very  high-cost  population.  I  am  not  saying  that 
we  can't  make  changes.  I  am  not  saying  that  we  can't  do  more  in- 
novation. In  fact,  we  are  the  people  that  have  really  moved  in  man- 
aged care. 

What  you  and  I  are  talking  about  is  how  fast  we  can  do  this  and 
whether  it  will  save  us  money  in  the  long  run.  Even  the  people 
that  testified  here  yesterday  were  very  wary  about  how  much 
money  we  would  save.  The  whole  health  care  system  in  this  coun- 
try needs  to  get  more  efficient. 

Chairman  Kasich.  I  wouldn't  characterize  their  view  as  to  how 
wary  they  were.  They  said  we  had  better  get  innovation  quickly, 
and  then  it  is  followed  up  today  by  a  guy  who  is  the  chief  man  who 
does  your  actuarial  projections  and  they  are  saying  one  quick 
thing.  If  you  don't  get  this  fixed  soon,  the  thing  is  going  broke. 

I  am  not  going  to  argue  with  you  that  with  this  population,  we 
can  have  the  same  level  of  success  with  this  population  that  they 
have  with  other  populations,  but  I  can  tell  you  that  getting  a  budg- 
et up  here  that  does  nothing  in  this  area  surely  isn't  going  to  get 
you  below  11  percent. 

We  are  going  to  lay  something  on  the  table  that  may  be  faster 
than  what  you  want.  As  I  said  to  the  President,  I  guess  it  was 
about  a  week  or  10  days  ago,  we  just  don't  want  to  poison  wells, 
and  maybe  we  will.  Maybe  we  will  get  back  a  little  of  what  we  gave 
out  in  the  last  year.  But  in  the  end  of  the  day,  this  has  to  be  fixed 
by  somebody  up  here. 

This  is  very  helpful  

Secretary  Shalala.  I  think  someone  down  there  and  someone  up 
here,  working  together,  in  the  end  is  going  to  have  to  develop  a 
strategy.  That  is  the  only  point  I  am  making.  The  President  has 
said  he  would  like  to  do  this  within  a  broader  context. 

Chairman  Kasich.  Yes,  I  understand,  and  I  don't  know  how  we 
get  that  done.  It  is  very  difficult,  as  you  know.  I  was  involved  in 
the  crime  bill  negotiations,  and  those  were  really  a  barrel  of 
laughs,  if  you  had  been  in  my  shoes  for  a  couple  of  weeks.  It  is 
going  to  take  risks,  but  do  you  know  what?  You  being  from  subur- 
ban Cleveland  and  me  from  suburban  Pittsburgh,  both  from  Ohio, 
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we  will  do  it  together.  We  are  going  to  have  some  fights  along  the 
way,  but,  hopefully,  we  will  get  there. 

I  want  to  thank  you  for  coming  and  being  so  generous  with  your 
time. 

Secretary  Shalala.  It  was  my  pleasure. 

Chairman  Kasich.  I  would  like  to  have  your  folks  sit  with  ours 
and  share  whatever  they  want  and  see  where  we  get  to  on  this. 
Secretary  Shalala.  Thank  you. 

[The  prepared  statement  of  Secretary  Shalala  follows:] 

Prepared  Statement  of  Hon.  Donna  E.  Shalala,  Secretary,  U.S.  Department 
OF  Health  and  Human  Services 

Good  afternoon,  Mr.  Chairman  and  members  of  the  committee.  Thank  you  for  the 
opportunity  to  discuss  President  CUnton's  1996  budget  for  the  Department  of  Health 
and  Human  Services. 

Our  budget  for  fiscal  year  1996  protects  taxpayer  dollars,  improves  the  efficiency 
of  our  programs,  and  invests  carefully  in  the  future  health  and  well-being  of  this 
country.  I  want  to  discuss  accomplishments  and  goals  in  our  discretionary  programs. 
Medicare,  and  Medicaid. 

Our  budget  outlays  request  totals  $716  billion.  Our  budget  for  entitlements  is 
$676  billion,  an  8-percent  increase  over  the  1995  level.  Discretionary  spending  for 
1996  will  total  $37  billion  in  budget  authority,  an  increase  of  4  percent  over  1995. 

THE  DISCRETIONARY  BUDGET 

In  our  1996  budget,  we  were  determined  to  cut  discretionary  spending,  consolidate 
services,  and  do  more  with  less. 

One  way  we're  doing  this  is  by  consolidating  activities  into  Performance  Partner- 
ships. Most  notably,  in  the  Public  Health  Service,  we've  combined  107  program  ac- 
tivities into  16  program  grants. 

This  will  give  States  and  grantees  greater  control,  flexibility,  and  accountability 
in  managing  these  programs. 

We  reduced  funding  for  69  programs,  taking  them  below  the  levels  approved  by 
Congress  for  1995. 

We  froze  an  additional  57  activities  at  their  1995  levels. 

We're  also  reexamining  the  administrative  structure  of  HHS  to  find  more  efficient 
ways  of  doing  business. 

Some  of  our  overhead  functions  will  be  eliminated.  And  administrative  respon- 
sibilities will  be  returned  to  our  agencies,  resulting  in  fewer  positions  and  lower  ad- 
ministrative costs. 

These  savings  are  real — ^they  represent  some  of  the  hard  decisions  we  made  in 
putting  together  this  budget. 

By  squeezing  down  spending,  and  rethinking  the  way  we  do  business,  we  were 
able  to  target  increases  in  a  few  key  investment  areas  that  have  shown  significant 
payoffs. 

I  am  proud  to  say  that  this  budget  reaffirms  the  core  value  of  the  administration: 
putting  people  first. 

One  way  we  do  that  is  by  promoting  good  health  and  preventing  disease. 

This  budget  commits  an  additions  $468  million  for  the  brilliant  biomedical  re- 
search supported  by  the  National  Institutes  of  Health — research  that  holds  the  key 
to  conquering  such  diseases  as  sickle  cell  anemia,  breast  cancer,  and  AIDS.  We 
know  this  investment  has  made  a  difference. 

Just  last  month,  we  announced  the  NIH-funded  discovery  of  the  first  drug  treat- 
ment for  severe  cases  of  sickle  cell  anemia.  This  was  a  major  breakthrough  that 
gives  hope  to  more  than  70,000  Americans  who  suffer  from  this  disease. 

The  NIH  has  also  made  major  breakthroughs  in  breast  cancer  including  the  dis- 
covery of  the  BRCA-1  gene,  which  is  linked  to  breast  cancer. 

Mr.  Chairman,  we  are  faced  with  another  tragic  health  problem  that  demands  na- 
tional attention — the  problem  of  AIDS. 

AIDS  is  now  the  No.  1  cause  of  death  for  Americans  between  the  ages  of  25  and 
44. 

This  administration  is  continuing  to  lead  the  fight  against  this  deadly  disease  by 
strengthening  our  research,  prevention,  and  treatment  efforts. 

Our  1996  budget  provides  an  increase  of  $91  million  for  Ryan  White  AIDS  pro- 
grams. This  increase  will  assure  that  the  10  to  14  newly  eligible  communities  will 
receive  vital  fiinding. 
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We  also  are  strengthening  America's  efforts  to  stop  crime,  violence,  and  drug  use, 
and  we  are  building  on  our  historic  success  in  immunizing  preschool  children. 

Our  Childhood  Immunization  Initiative  is  another  dramatic  example  of  how  our 
investments  can  make  a  difference. 

In  1996,  we  are  requesting  $843  million  for  this  initiative — which  has  taken  great 
strides  in  building  public-private  partnerships  with  thousands  of  private  doctors  to 
make  sure  that  no  cnild  fails  to  be  immunized  because  of  cost. 

In  1993,  67  percent  of  our  2-year-olds  were  immunized  with  the  most  important 
vaccinations — the  highest  percentage  in  our  history.  But  we  won't  stop  there. 

With  our  request,  we  will  make  further  progress  toward  our  1996  goal  of  immu- 
nizing 90  percent  of  children  under  age  2  with  the  most  important  vaccinations. 

This  budget  also  continues  the  President's  commitment  to  children  and  families, 
as  reflected  in  our  investments  in  child  care  and  Head  Start. 

Our  1996  budget  provides  an  overall  increase  of  $100  million  to  help  States  offer 
high-quality,  safe,  and  affordable  child  care  for  more  working  families — goals  we  all 
share. 

We  also  are  requesting  an  additional  $400  million  to  improve  the  quality  and  to 
create  25,000  new  slots  in  Head  Start  centers  throughout  the  country. 

Some  of  this  increase  will  help  fund  our  Earlv  Head  Start  initiative,  which  will 
serve  more  than  25,000  children  under  the  age  of  3  in  1996. 

Mr.  Chairman,  we  believe  these  are  smart  investments  that  will  help  all  Ameri- 
cans and  strengthen  our  future  as  a  country. 

MEDICARE 

Part  of  our  commitment  to  the  American  people  involves  making  sure  that  we  use 
taxpayer  dollars  wisely,  so  we  are  looking  for  ways  to  do  more  with  less  in  every- 
thing we  do,  including  Medicare  and  Medicaid. 

Let's  start  with  Medicare.  I  want  to  give  you  a  perspective  on  what's  really  hap- 
pening in  the  Medicare  program. 

Medicare,  the  world's  largest  and  by  many  measures  the  most  successful  health 
insurance  program,  is  an  effective,  affordable,  and  customer-friendly  program  for 
beneficiaries. 

Administered  largely  by  private  contractors  under  our  supervision.  Medicare  is 
the  largest  payor  of  the  elderl/s  health  care  expenses. 

When  spending  growth  is  calculated  on  a  per-person  basis,  the  growth  in  Medi- 
care is  comparable  to  the  growth  in  the  private  sector. 

From  1984-1993,  Medicare  spending  per  enroUee  actually  grew  2  percentage 
points  more  slowly  than  did  private  health  insurance  spending. 

Although  we  have  seen  a  turnaround  in  that  experience  starting  in  1991,  HCFA 
projects  that  from  1996  through  2000,  Medicare  spending  per  enrollee  also  will  grow 
at  about  the  same  rate  as  private  health  insurance  spen^ng. 

The  CBO  has  Medicare  per  enrollee  spending  growing  at  only  about  1  percentage 
point  higher  than  the  private  health  insurance  spending  for  1996-2000. 

As  the  Congress  examines  the  future  of  Medicare,  I  would  urge  you  to  consider 
the  following  important  facts: 

Relatively  few  of  those  who  receive  Medicare  can  be  considered  financially  well- 
off.  Approximately  83  percent  of  program  spending  in  1992  was  on  behalf  of  those 
with  incomes  less  than  $25,000  (see  Chart  1). 

Currently,  20  percent  of  those  covered  by  Medicare  are  either  seniors  age  85  and 
older,  most  of  whom  are  women,  or  they  are  persons  with  disabilities  including  end 
stage  renal  disease  (see  Chart  2). 

Medicare  is  clearly  successful,  and  beneficiaries  continue  to  express  a  high  degree 
of  satisfaction.  Millions  of  elderlv  and  disabled  Americans  now  have  healtJi  care  cov- 
erage and  a  quality  of  life  that  tney  would  otherwise  lack,  thanks  to  Medicare. 
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Chart  1 
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MANAGED  CARE  IN  THE  MEDICARE  PROGRAM 

Today,  any  discussion  of  the  quest  to  enhance  cost  effectiveness,  as  well  as  the 
accessibility  of  quality  medical  care  for  beneficiaries,  must  include  managed  care. 

The  number  of  older  Americans  choosing  managed  care  through  the  Medicare  pro- 
gram grew — ^by  16  percent — from  2.7  million  people  in  1993  to  more  than  3.1  million 
in  1994. 

We  are  committed  to  working  to  improve  and  extend  the  managed  care  choices 
available  to  our  people  who  are  elderly  or  disabled  so  that  they  have  the  full  range 
of  managed  care  options  available  to  the  general  insured  population. 

The  cornerstone  of  our  policy  is  informed  choice  in  a  fair  marketplace,  in  which 
beneficiaries  have  full  and  accurate  information  and  are  not  discriminated  against 
on  the  basis  of  relative  need.  The  emphasis  must  be  on  choice. 

Managed  care  has  succeeded  in  the  private  sector  because  they  have  been  able 
to  prove  the  value  of  their  products. 

We  believe  that  managed  care  will  continue  to  succeed  in  Medicare  as  the  elderly 
and  the  disabled  recognize  the  benefit  of  the  coordination  of  care  and  case  manage- 
ment that  high-quality  managed  care  plans  can  provide. 

Medicare  managed  care  enrollment  is  increasing,  and  we  anticipate  continued 
strong  growth  as  new  beneficiaries,  who  are  more  familiar  with  managed  care,  enter 
the  Medicare  program. 

There  are  two  major  reasons  for  this,  related  to  the  nature  of  the  Medicare  risk 
program  and  its  payment  methodology:  (1)  HMO's  appear  to  have  favorable  selec- 
tion, and  (2)  payments  to  HMO's  that  mig:ht  be  applied  to  program  savings  are  re- 
tained by  HMO's  and  used  to  finance  additional  benefits. 

Efforts  are  underway  to  improve  the  current  payment  methodology.  We  have  initi- 
ated several  research  projects  and  demonstrations  to  address  this  situation,  and  we 
expect  to  have  preliminary  results  later  this  year. 

We  also  are  proposing  to  test  a  competitive  bidding  model  for  Medicare  managed 
care,  a  concept  that  has  recently  received  widespread  interest  and  support  from  in- 
dustry, academia  and  commercial  payers. 

Under  such  an  approach.  Medicare  payments  to  managed  care  plans  would  be 
based  on  a  bidding  process  rather  than  on  the  current  AAPCC  formula. 

Many  believe  that  the  methodology  will  result  in  payments  that  more  accurately 
reflect  the  true  costs  of  doing  business,  as  well  as  greater  efficiency  through  more 
competition  among  health  plans. 

In  addition  to  our  efforts  to  improve  managed  care  options  under  Medicare,  we 
want  to  make  available  a  new  preferred  provider  organization  [PPO]  option. 

This  option  has  proven  to  be  verv  popular  in  the  commercial  market,  and  many 
of  us  have  access  to  PPO's.  We  believe  that  people  who  are  covered  by  Medicare 
should  have  the  same  range  of  choices. 

Under  the  PPO  option,  our  objective  would  be  to  allow  Medicare-covered  Ameri- 
cans to  choose  any  physician  at  any  time,  though  higher  cost-sharing  will  be  allowed 
if  the  PPO  network  is  used. 

We  also  will  be  completing  our  evaluation  of  the  results  obtained  from  the  Medi- 
care SELECT  demonstration.  Medicare  SELECT  was  designed  to  create  a  hybrid  of 
managed  care  and  medigap  that  would  benefit  those  covered  by  Medicare. 

We  will  receive  the  results  of  a  comprehensive  evaluation  of  Medicare  SELECT 
in  the  next  few  months.  We  look  forward  to  working  with  the  Congress  on  this  issue 
afl;er  we  receive  the  evaluation. 

FRAUD  AND  ABUSE 

Starting  at  the  Office  of  the  HCFA  Administrator  and  at  every  level  of  the  agency, 
we  have  expanded  and  strengthened  our  efforts  to  root  out  fraud  and  abuse  in  Mem- 
care  and  Medicaid  and  to  pursue  vigorously  those  who  commit  illegal  activities. 

We  operate  in  a  partnership,  not  only  with  the  Department's  Office  of  the  Inspec- 
tor General,  but  also  with  the  Department  of  Justice,  including  the  FBI,  State,  and 
local  law  enforcement  agencies,  and  our  contractors.  Further,  HCFA  is  continuing 
to  exercise  its  authority  to  suspend  payments  to  providers  and  suppliers  when  evi- 
dence of  fraud  exists. 

HCFA  is  also  changing  programs  and  policies  that  have  been  found  most  vulner- 
able to  abuse.  For  example,  to  better  monitor  fraud  and  abuse  related  to  durable 
medical  equipment  [DME],  HCFA  has  changed  the  procedures  for  claims  processing. 
Four  carriers,  not  33,  are  now  responsible  for  DME  claims  processing. 

The  previous  system  of  multiple  carriers  gave  DME  suppliers  opportunities  to 
submit  claims  to  the  carrier  whose  payment  policy  was  most  profitable.  The  new 
system  of  using  four  regional  carriers  reduces  the  chance  for  fraudulent  billing  be- 
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cause  suppliers  must  submit  claims  to  the  carrier  in  the  region  in  which  the  bene- 
ficiary resides. 

MEDICAID 

Now  let's  turn  to  the  Medicaid  program.  Here  too  we  need  a  good  understanding 
of  what  that  program  does  and  how  important  it  is  in  assuring  coverage  in  the  face 
of  private  sector  cutbacks. 

Medicaid  is  the  largest  health  care  program  in  this  country  for  low-income  people 
and  for  people  of  all  ages  and  for  people  with  disabilities. 

Over  36  million  people  are  expected  to  receive  Medicaid  services  in  1995.  These 
pe^le  primarily  are  low-income  children  and  mothers,  the  disabled,  and  the  elderly. 

Tnis  program  has  been  a  significant  and  growing  source  of  health  insurance  for 
a  growing  number  of  people.  According  to  a  recently  released  Kaiser  Commission  re- 
port, prepared  by  the  Urban  Institute,  Medicaid  coverage  increased  from  9  percent 
of  the  population  in  1989  to  over  14  percent  in  1994. 

Meanwhile,  during  the  same  period,  the  percentage  of  the  population  covered  by 
private  employer-based  health  insurance  dropped  fi*om  66  percent  to  59  percent.  The 
percentage  of  uninsured  remained  constant  at  16  percent. 

Although  fewer  Medicaid  recipients  are  elderly  and  disabled,  services  provided  to 
these  two  groups  cost  more,  on  average,  than  those  provided  to  children  and  other 
adults. 

The  elderly  and  people  with  disabilities  comprise  only  27  percent  of  enrollment, 
but  account  for  67  percent  of  the  spending  in  fiscal  year  1993.  Children,  adults  who 
care  for  them,  and  pregnant  women  comprise  73  percent  of  Medicaid  enrollees,  but 
account  for  only  33  percent  of  spending  (see  Chart  3). 
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Chart  3 


PERCENT  DISTRIBUTION  OF  MEDICAID  RECIPIENTS  AND 
VENDOR  PAYMENTS  BY  BASIS  OF  ELIGIBILITY 
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Many  believe  that  the  Medicaid  program  spending  is  out  of  control.  This  percep- 
tion tends  to  be  based  on  the  annual  increases  of  almost  30  percent  for  the  period 
from  1990  to  1992. 

However,  current  spending  trends  indicate  that  the  inflated  rate  of  growth  in 
spending  of  this  period  has  come  to  a  close.  In  fact,  Medicaid  benefit  outlays  grew 
less  than  9  percent  in  1994  and  are  projected  to  grow  at  roughly  8  percent  for  1995. 

Recently,  the  rate  of  growth  has  declined  and  has  appeared  to  stabilize.  HCFA 
projects  annual  growth  of  about  9  percent  from  1996  through  2000.  These  rates  are 
down  from  the  almost  11-percent  annual  growth  projected  last  summer  for  the  ad- 
ministration's mid-session  review. 

Medicaid  per-person  spending  will  increase  at  an  even  slower  rate.  HCFA  projects 
that  Medicaid  per-person  spending  will  grow  somewhat  more  slowly  than  private 
health  insurance  growth  fi-om  1996  through  2000. 

We  understand  that  CBO  projects  that  Medicaid  and  private  health  insurance 
per-person  spending  growth  will  be  about  the  same. 

The  dechne  in  projected  Medicaid  growth  may  in  large  measure  be  attributable 
to  limitations  on  State  provider  taxation  and  donations  and  DSH  payments;  a  reduc- 
tion in  overall  health  care  inflation;  the  Nation's  economic  recovery;  and  other  State 
reform  and  cost  control  activities.  DecHne  in  per-capita  cost  growth  may  in  part  be 
attributable  to  the  recent  influx  of  nondisabled  children. 

Enrollment  in  Medicaid  managed  care  has  dramatically  increased  both  in  actual 
numbers  and  as  a  proportion  of  Medicaid  beneficiaries  over  the  last  several  years — 
fi*om  9.5  percent  of  all  beneficiaries  in  1991  to  23.2  percent  in  1994. 

Last  year  alone.  Medicaid  had  a  63-percent  increase  in  the  number  of  people  en- 
rolled in  managed  care  plans — from  4.8  million  in  1993  to  7.8  million  in  1994. 

These  increases  in  managed  care  participation  can  be  attributed  to  State  reform 
and  managed  care  initiatives  through  demonstration  waivers  under  section  1115  of 
the  Social  Security  Act,  or  choice  waivers  (section  1915(b)  of  the  Act);  States  have 
the  flexibility  to  expand  coverage  and  extend  managed  care  delivery  systems  to 
Medicaid  populations. 

As  many  as  eight  States  have  been  granted  1115  demonstration  waivers  to  imple- 
ment State  health  reform,  aU  of  which  incorporate  Medicaid  managed  care.  In  addi- 
tion, 39  States  are  using  the  authority  under  section  1915(b)  to  implement  managed 
care  for  portions  of  their  population. 

While  many  point  to  managed  care  as  a  source  of  significant  savings  under  Medic- 
aid, studies  have  generally  found  that  it  produces  only  one-time  savings  of  about 
5  to,  more  optimistically,  15  percent  over-baseline  costs  without  necessanly  slowing 
the  rate  of  growth. 

States  have  enrolled  primarily  children  and  AFDC  adults  in  managed  care,  who 
account  for  one-third  of  Medicaid  spending.  Applving  these  techniques  to  the  serv- 
ices used  by  the  elderly  and  disabled — such  as  long-term  care — ^is  largely  untried 
and  difficult,  making  the  potential  for  achieving  savings  unpredictable. 

Currently,  33  percent  of  AFDC  and  noncash  children  covered  by  Medicaid  are  in 
managed  care.  We  expect  that  proportion  to  grow  substantially  to  over  50  percent 
by  the  end  of  the  decade.  This  is  consistent  with  trends  already  implicit  in  our  Med- 
icaid baseline. 

Therefore,  the  percentage  of  Medicaid  spending  for  which  there  is  some  evidence 
that  managed  care  could  produce  savings  is  relatively  small,  and  varies  significantly 
by  State  (i.e.,  the  percentage  of  State  Medicaid  enrollees  that  are  aged  or  disabled 
ranges  fix)m  15  to  40  percent). 

States,  particularly  rural  ones,  also  vary  in  their  capacity  to  implement  capitated 
payment  arrangements. 

We  recognize  that  more  can  be  done  to  improve  the  Medicaid  program  by  provid- 
ing additional  flexibility  to  States  in  managed  care.  We  look  forward  to  continuing 
to  work  with  the  Governors  and  the  States  in  the  weeks  ahead. 

IMPACT  OF  A  BLOCK  GRANT 

As  part  of  the  congressional  effort  to  reduce  the  Federal  deficit,  controUing  growth 
in  Medicaid  spending  through  a  block  grant  has  been  proposed. 
Reductions  of  the  magnitudes  proposed  threaten  coverage. 
According  to  the  Kaiser  Commission  report: 

Reductions  in  Medicaid  spending  of  20  percent  or  more  are  very  likely  not 
achievable  simply  by  enrolling  people  in  managed  care,  controUing  utiliza- 
tion, reducing  provider  payment  rates,  or  eliminating  optional  services. 
States  would  most  likely  have  to  reduce  enrollment  growth  in  order  to 
achieve  these  savings. 
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All  States  could  experience  a  reduction  in  Federal  funds.  The  effects  vary  greatly 
among  the  States,  The  Kaiser  Commission  report  highlights  the  impact  and  some 
of  the  shortcomings  of  a  block  grant  on  States.  These  include: 

Poorly  designed  block  grants  do  not  recognize  differences  among  State  programs, 
which  vary  greatly  not  only  in  terms  of  coverage  but  also  in  terms  of  expenditure 
growth.  For  example,  with  a  5-percent  growth  cap  across  States,  the  percentage  re- 
duction in  Federal  expenditures  in  the  year  2000  would  range  from  more  than  25 
percent  for  Florida,  Georgia,  Montana,  North  Carolina,  and  West  Virginia  to  2.7 
percent  in  New  Hampshire. 

States  in  the  South  and  mountain  regions  would  feel  the  greatest  impact.  This 
is  because  these  States  are  expected  to  grow  faster  than  the  national  average  in  the 
absence  of  an  expenditure  cap. 

Expenditure  caps  could  have  less  of  an  effect  on  States  with  high  DSH  payments. 
This  is  because  high  DSH  States  essentially  already  have  caps  on  their  DSH  spend- 
ing, resulting  from  Federal  legislation  in  1991  and  1993. 

In  a  block  grant  with  a  fixed  rate  of  growth.  States  will  be  at  risk  for  inflation 
and  recessions,  especially  since  Medicaid  expenditure  growth  and  enrollment  ap- 
pears to  be  related  to  the  business  cycle. 

States  with  Rowing  aging  populations  will  be  at  risk  of  increased  need  for  long- 
term  care  services  and  increasea  fiscal  stress  on  the  Medicaid  program,  if  the  block 
grant  is  designed  with  a  fixed  rate  of  growth. 

We  should  be  wary  of  any  changes  in  the  Medicaid  program  that  endanger  the 
coverage  it  provides.  We  should  carefully  examine  the  implications  of  a  block  grant 
on  all  States  and  vulnerable  populations,  paying  special  attention  to  the  varying 
needs  across  States. 

TAX  OFFSET  PROPOSAL 

Finally,  Mr.  Chairman,  I  would  be  remiss  if  I  did  not  discuss  some  of  the  illus- 
trative reductions  included  in  the  tax  offset  package  unveiled  last  week.  Several  of 
these  proposals  could  be  devastating  for  the  people  who  are  served  by  many  of  our 
pro-ams. 

First,  this  proposal  would  reduce  and  eliminate  programs  crucial  to  providing  ade- 
quate health  care  for  rural  America. 

Rural  Americans  constitute  one-fourth  of  the  population,  but  because  of  where 
they  live,  they  often  lack  adequate  health  care. 

Residents  of  rural  areas  often  pay  high  insurance  premiums  and  have  limited  ac- 
cess to  physicians  and  other  health  care  professionals. 

More  than  1,400  rural  communities  suffer  critical  shortages  of  health  care  profes- 
sionals. The  proposed  reductions  in  the  National  Health  Service  Corps  and  the 
elimination  of  rural  health  programs  for  outreach  and  research,  some  of  which  were 
restored  in  the  final  House  rescission  bill,  would  severely  limit  rural  Americans*  ac- 
cess to  health  care. 

Second,  I  strongly  believe  that  proposing  the  elimination  of  the  Agency  for  Health 
Care  Policy  and  Research  is  extremely  shortsighted,  and  is  a  classic  case  of  being 
penny-wise  and  pound-foolish. 

Rising  health  care  costs  are  recognized  as  a  serious  national  problem.  In  1989, 
Congress  created  the  AHCPR  to  provide  research  to  improve  patient  outcomes 
which  possibly  reduce  unnecessary  costs.  While  this  agency  is  only  5  years  old,  it 
already  has  built  an  enviable  track  record  of  accomplishments. 

Again,  analysis  of  recent  data  show  that  the  use  of  this  procedure  dropped  by 
nearly  one-third  between  1991  and  1994,  with  a  comparable  drop  in  Medicare 
spending  for  this  procedure. 

There  are  many  examples  of  AHCPR  research  and  products  with  substantial  cost- 
savings  potential  for  both  public  and  private  payers.  There  are  many  real-life  stories 
from  health  care  providers  about  how  using  AHCPR  products  are  reducing  their 
costs. 

For  example,  AHCPR's  pressure  ulcer  prevention  guideline  saved  one  hospital  in 
Salt  Lake  City  $240,000  in  just  6  months. 

The  guideline  on  the  management  of  post-operative  pain  has  been  credited  with 
dramatic  reductions  in  length  of  stay  for  surgical  patients  in  a  California  hospital. 
The  documented  savings  from  these  activities  will  increase  as  additional  providers 
begin  adopting  their  use. 

It  may  be  somewhat  unusual  to  describe  a  Federal  agency  as  cost-effective,  but 
that  is  what  AHCPR  is. 

The  third  reduction  that  concerns  us  is  in  the  Public  Health  Service  is  the  reduc- 
tion and  eventual  elim.ination  of  funding  for  CDC's  National  Center  for  Injury  Pre- 
vention and  Control  activities. 
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The  Center  was  created,  following  the  recommendation  by  the  National  Academy 
of  Sciences,  to  coordinate  injury  control  activities  at  the  national  level. 

Since  its  creation  in  1992,  the  National  Center  has  set  the  benchmark  for  a  new 
and  proven  way  of  approaching  injury  control.  It  fills  a  unique  and  complementary 
niche,  quite  different  and  not  addressed  by  programs  at  the  Departments  of  Justice 
and  Transportation. 

CDC  links  injuries  to  health  outcomes,  uses  public  health  methods,  and  works 
with  the  public  health  and  health  care  communities.  This  approach  has  dem- 
onstrated a  powerful  potential  for  savings.  Injury  prevention  is  a  good  investment. 

For  example,  every  dollar  spent  on  child  safety  seats  saves  society  $32;  every  dol- 
lar spent  on  bicycle  helmets  saves  $30;  every  dollar  spent  on  sobriety  check  points 
saves  $8;  and  every  dollar  spent  on  smoke  detectors  saves  $65. 

CDC  is  the  only  agency  tnat  brings  together  the  whole  range  of  injury-related  is- 
sues— prevention,  acute  care  and  rehabilitation — with  in-depth  expertise  in  both  un- 
intentional injuries  and  violence. 

After  reviewing  other  Federal  violence  prevention  efforts,  George  Will  concluded 
in  a  1992  Washington  Post  article: 

So  as  a  sound  investment  in  improving  the  quality  of  American  life,  no 
Federal  funds  are  spent  better  than  those  that  fund  the  CDC's  research. 

Another  program  that  is  in  effect  slated  for  elimination  is  the  National  Institute 
for  Occupational  Safety  and  Health  [NIOSH].  I  must  raise  strong  concerns  about 
this  proposal. 

Not  only  would  this  proposal  stop  the  progress  that  we  are  beginning  to  make  in 
improved  workplace  safety  and  health,  but  also  it  would  cause  us  to  lose  important 
opportunities  to  increase  the  competitiveness  of  American  businesses  through  de- 
creased workers'  compensation  claims  and  time  and  money  lost  to  employee  absen- 
teeism. 

So  let  me  set  tliC  record  straight,  because  I  believe  there  is  some  misunderstand- 
ing about  the  role  of  NIOSH.  NiOSH  is  the  only  Federal  agency  mandated  to  con- 
duct research,  train  professionals,  and  develop  innovative  solutions  to  occupational 
safety  and  health  problems. 

NIOSITs  research  mandate  spans  NIH-like  activities — ^basic  laboratory  research — 
and  those  of  CDC — population-based  research  and  prevention.  In  contrast,  OSHA 
sets  and  enforces  occupational  safety  and  health  standards,  based  in  part  on  NIOSH 
findings.  It  does  not  conduct  research. 

For  those  among  us  who  may  believe  that  we  have  solved  all  of  our  occupational 
health  and  safety  problems,  let  me  reassure  you  that  is  not  the  case.  These  prob- 
lems continue  to  exact  an  enormous  health  and  economic  toll. 

Each  day,  17  American  workers  die  from  work-related  iniuries  and  137  from  occu- 

f>ational  disease.  In  1992,  work  injuries  alone  cost  $116  billion  in  medical  costs  and 
ost  productivity  and  wages. 

That  same  year,  employers  reported  3.3  million  disabling  work  injuries  and 
370,000  cases  of  occupational  illness.  NIOSH  efforts  have  proven  effective  in  identi- 
fying and  reducing  this  burden. 

By  dismantling  the  agency  responsible  for  conducting  safety  and  health  research, 
this  proposal  flies  in  the  face  of  what  would  constitute  sound  government  reform — 
that  public  policy,  fiscal  decisions,  and  regulation  be  driven  by  good  science.  Without 
NIOSH,  we  will  not  have  the  good  science  we  need. 

As  a  result,  working  women  and  men,  many  of  them  middle  class,  as  well  as  busi- 
nesses, will  end  up  losers. 

Another  area  of  reduction  suggested  in  the  tax  offset  package  includes  cutting 
NIH  by  5  percent  below  the  fiscal  year  1995  level  and  fi^ezing  future  years  at  this 
level,  creating  a  total  loss  in  funding  of  approximately  $2.5  billion  by  fiscal  year 
2000. 

This  amounts  to  a  reduction  of  $1  billion,  or  9  percent,  in  fiscal  year  1996  fix)m 
the  President's  budget.  ,        ,  , 

All  of  us  can  appreciate  the  importance  of  basic  biomedical  research.  Investments 
in  biomedical  science  yield  large  dividends  for  the  Nation's  health  and  economy. 

Our  research  programs:  ,  ,  .    ,  « 

Create  skilled  jobs,  both  in  NIH-supported  laboratories  and  in  the  many  U.S.  com- 
panies that  provide  the  materials  and  instruments  used  in  research; 

Stimulate  the  pharmaceutical  and  biotechnology  industries,  which  depend  upon 
discoveries  in  basic  biomedical  sciences  to  develop  drugs  and  other  products; 

Influence  profoundly  many  fields  other  than  health,  including  medical  forensics, 
agriculture,  manufacturing,  and  environmental  sciences;  and 

Can  lead  to  major  economic  savings  in  health  care  costs. 

NIH  has  more  than  paid  for  itself  through  past  discoveries: 
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Fluoridation  saves  the  country  approximately  $4.5  billion  each  year  by  preventing 
dental  caries; 

Psychoactive  drugs — lithium  for  manic-depressive  psvchosis,  chlozapine  for  schizo- 
phrenia— drastically  reduce  hospitalization  for  mental  illness,  have  saved  over  $7 
billion  per  year,  and  have  allowed  patients  to  return  to  productive  lives; 

More  recently,  a  $20-million  investment  in  hemophilus  influenza  B  vaccine  has 
resulted  in  savings  of  over  $400  million  each  year  by  preventing  cases  of  childhood 
meningitis  and  consequent  mental  retardation;  and 

The  use  of  AZT  to  prevent  maternal-fetal  transmission  of  HIV  is  expected  to  save 
over  $172  million  annually.  Major  cuts  in  NIH  research  could  threaten  our  ability 
to  continue  such  progress. 

A  reduction  of  $1  billion  in  fiscal  year  1996  would  dramatically  reduce  the  number 
of  new  and  competing  research  project  grants  fi'om  6,500  in  fiscal  year  1995  to  4,000 
in  fiscal  year  1996. 

Success  rates  for  research  project  grants  would  plunge  fi*om  the  already  low  24 
percent  in  fiscal  year  1995  to  15  percent  in  fiscal  year  1996. 

While  I  recognize  that  the  Appropriations  Committee  will  make  the  final  rec- 
ommendations on  how  to  live  within  the  lower  caps  proposed  by  the  Budget  Com- 
mittee, the  savings  required  are  daunting.  The  illustrative  cuts  uiat  have  been  sug- 
gested are  all  too  likely  to  become  reality. 

I  hope  that  with  the  President's  budget  as  a  starting  point  we  can  work  together 
to  reduce  the  deficit  without  harming  those  programs  of  critical  importance  to  all 
Americans. 

I  look  forward  to  working  with  this  committee,  and  I  greatly  appreciate  the  oppor- 
tunity to  testify  before  you  this  afternoon.  I'd  be  happy  to  answer  any  questions. 
Thank  you. 

Chairman  Kasich.  The  committee  is  adjourned. 
[Whereupon,  at  4:07  p=m.,  the  committee  was  adjourned.] 
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